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NOTE 

This  report  is  issued  in  the  hope  that  the  information  here 
compiled  will  assist  in  clarifying  the  entire  question  of  meet- 
ing the  problem  of  dependency  in  old  age. 

The  Commission  most  cordially  solicits  expressions  of  opin- 
ion, criticisms  and  suggestions  in  regard  to  this  study  from  all 
those  interested  in  the  problem.  A response  from  thoughtful 
citizens  on  this  matter  will  be  invaluable  in  formulating  a 
wise  and  constructive  policy  for  meeting  the  needs  of  the 
indigent  aged. 


Old  Age  Pension  Commission. 


The  terms  of  Acc  Xc.  37^  of  .the  GeriOral  Assembly  of  1925  pro- 
vide for  the  appointment  of  a.  cojn.ials^on  ‘-‘to  make  further  study  of 
the  subject  of  old  age  pensions.” 

To  conform  with  these  instructions  the  Commission  has  carried 
out  extensive  investigations  into  the  subject  of  old  age  pensions  in 
industry  in  addition  to  the  more  generalized  studies.  Leading  busi- 
ness houses  and  industrial  concerns  have  generously  provided  the 
Commission  with  the  detailed  and  valuable  reports  on  their  pension 
policies  which  are  the  basis  of  this  work.  Many  of  these  concerns 
had  previously  requested  reports  on  the  findings  developed  by  the 
Commission’s  studies  into  this  particular  phase  of  the  problem  of 
old  age  dependency.  The  summary  of  facts  regarding  the  present 
situation  in  the  field  of  industrial  old  age  pensions,  herewith  pre- 
sented, the  Commission  considers  not  only  an  economical  method 
of  supplying  this  information  to  the  numerous  companies  and  bu.si- 
ness  men  who  have  so  splendidly  cooperated  with  it,  but  after 
a.sunmy  of  all  its  premous  investigations  into  the  problem  of  the 
^indigent  aged,  the  Commission  came  to  the  conclusion  that  the  re- 
port is  essential  to  the  carrying  out  of  its  principal  aims  and  objects. 
:;,^omprehensive  and  up-to-date  information  on  the  voluntary  efforts 
being  made  by  American  employers  to  care  for  the  needy  aged  who 
have  given  service  to  industry  is  now  absolutelv  essential  to  any 
scientific  or  practical  understandinq-  of  the  whole  question  of  old 
age  pensions,  the  Commission  is  convinced.  It  also  believes  that 
such  data  is  indispensible  in  formulating  remedial  legislation. 


PURPOSES  OF  STPTDY. 

The  principle  purposes  and  scope  of  this  study  may  be  defined 
as  follows: 

(1)  To  determine  as  nearly  as  possible  the  extent  to  which  the 
payment  of  old  age  pensions  by  employers  of  labor  actually  meets 
Ihe  present  needs  of  all  the  indigent  aged  persons  in  this  country; 

12)  A brief  survey  of  the  history  and  development  of  the  pension 
or  retirement  plans  or  methods  which  have  been  adopted  in  many 
industrial  establishments  and  commercial  institutions  in  the  United 

States ; ' 255176  ■ 

^ 13)  To^  enumerate  and  analyze  the  theoretical  bases  and  prac- 
tical workings  of  these  pension  systems  and  of  superannuation  bene- 
fit methods  generally; 


(8) 
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(4)  The  presentation  of  a snmmar>"  of  the  various  evaluations 
placed  upon  these  systems  or  methods  by  representative  business 
men,  industrialists  and  students  of  social  conditions  with  the  con- 
clusions arrived  at  by  those  ({ualifled  investigators  who  have  recently 
couchided  studies  of  the  pension  problem  in  inilusti’y  and  commerce 
on  behalf  of  associations  of  employers; 

(5)  To  report  on  the  growing  volume  of  criticism  by  actuaries, 
insurance  companies  and  linancial  experts  recently  levied  against 
the  financial  methods  employed  in  the  management  of  private  pen- 
sion funds. 


Outstanding  Findings. 

The  findings  and  the  results  of  the  investigation  on  certain  of  the 
salient  points  studied  are  briefly  summarized  as  follows: 

Approximately  88  per  cent  of  all  the  formal  private  industrial 
pension  plans  now  in  force  were  established  during  the  past  fifteen 
years  or  since  1910. 

The  total  number  of  persons  nmv  in  receipt  of  pensions  from  all 
industrial  concerns  in  the  United  States  does  not  exceed  100.000. 
There  are  probably  1,800,000  dependent  aged  persons  6.1  years  of  age 
and  over  in  the  country  todajx  From  .5  to  6 per  cent,  therefore,  of 
all  needy  aged  are  being  ]>rovided  for  through  the  medium  of  j>en- 
sions  from  firms  that  have  employed  them. 

The  amount  of  the  average  industidal  ])ension  is  estimated  to  be 
.i?485  per  year. 

The  estimated  total  amount  spent  during  the  last  fiscal  year  by 
all  concerns  in  this  country  paying  pensions  of  all  kinds  to  approxi- 
mately 90,000  individuals,  is  about  -84.3,000,000. 

About  16  ]ier  cent  of  all  employees  engaged  in  the  manufacturing 
and  mechanical  industries,  trans])ortation,  extraction  of  mhierals 
and  clerical  occupations  have  the  expectation  of  being  paid  old 
age  ])ensions  by  the  concei-ns  for  which  they  have  worked. 

Private  j)ension  systems  are  for  the  most  part  confined  to  the 
industries  in  the  public  seiwice — i.  e.  railways,  urban  transit,  power 
and  light  companies,  etc.  Two-thirds  of  all  wage  earners  covered 
by  formal  pension  plans  are  included  in  the  public  service  industries. 
If  the  employees  in  the  metal  industries  wlio  are  covered  by  pen- 
sion plans  are  added  to  the  number  of  workers  so  pro'sdded  for  in 
Ihe  public  utilities  group,  the  total  number  of  persons  in  these  two 
categories  who  are  now  covered  by  pension  systems  would  repi’esent 
roughly  four-fifths  of  all  the  workers  j)rotected  by  private  pension 
plans. 

As  a rule  only  the  large.st  and  more  prosperous  corporations  can 
now  afl'ord  the  cost  of  .systematically  pensioning  aged  employees. 


5 


Seventy-two  per  cent  of  all  the  concerns  who  not:fiecl  this  Conn 
mission  that  they  are  operating  pension  plans  employ  over  1,00 
workers  each.  What  this  fact  really  signifies  when  seeking  to  de- 
termine the  extent  to  which  industrial  pension  plans  protect  all 
workers,  ivill  only  be  realized  when  it  is  understood  that  the  bulk 
of  wage  earners  in  this  country  are  still  employed  by  comparatively 
smairconcerns.  Only  6 per  cent  of  all  industrial  establishments  in 
the  United  States  employ  101  workers  and  over,  it  is  shown  in  the 
United  States  Census  figures  for  1920. 

Variuty  of  Pension  Plans.' 

There  is  an  almost  endless  variation  in  the  pension  and  retire- 
ment methods  practiced  in  American  industry,  but  an  effort  has  been 
made  iA  this  report  to  classify  or  group  these  plans  under  a few 
fairly  well  defined  headings.  The  most  common  of  all  the  methods 
is  wdiat  is  known  as  the  formal  discretionary  pension  plan.  The  em- 
ployer under  this  system  promises  to  pay  a specific  allowance  to 
those  of  his  employees  who  reach  a certain  age,  usually 'between  65 
and  70  years,  after  having  served  a given  term  of  years  with  the  con- 
cern. The  employee  is  allowed  no  voice  in  management  of  the  pension 
system  under  this  plan.  The  employer  in  drawing  up  the  rules  which 
govern  the  pension  payments  explicitly  protects  himself  against  a 
legal  obligation  to  pay  these  ])ensions  should  he  be  unable  to  do 
so  for  any  unforeseen  reasons.  In  some  few  cases  promises  to  pay 
pensions  are  made  in  the  foimi  of  definite  and  binding  contracts, 
enforceable  at  law,  between  the  employer  and  the  employee.  But  in 
the  vast  majority  of  cases  the  employer  reserves  to  himself  absolute 
powers  of  discretion  regarding  the  withholding  or  disbursement  of 
superannuation  benefits. 

Out  of  all  the  pension  plans  studied  by  the  Commissiou  for  the 
purpose  of  this  report,  less  than  30  were  clearly  of  the  contributory 
type.  Au  analysis  of  the  reasons  attributable  for  the  slow  growth 
of  this  type  of  pension  plan  is  given  in  the  report. 

The  sale  of  deferred  annuities  by  insurance  companies  to  em- 
ployers who  either  donate  these  to  the  employee  in  lieu  of  the  or- 
dinary pension,  or  who  collect  part  of  the  cost  from  the  employee 
through  pay  deductions  or  the  setting  aside  of  segregated  and  trusteed 
funds  on  actuarial  bases,  has  been,  within  recent  years,  probably 
the  most  discussed  method  of  meeting  the  problem  of  old  age  de- 
pendency. There  are  many  advantages  in  these  plans  from  the  view- 
point of  the  individual  employer.  Yet,  there  is  no  substantial  exi- 
dence  that  the  widespread  adoption  of  annuities  of  this  type  will 
be  such  as  to  indicate  that  the  problem  of  relieving  dependency  in 
old  age  can  be  affected  by  it  in  the  near  future  to  any  appreciable 
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extent.  Nor  can  these  plans  be  expected,  in  view  of  their  necessarily 
stringent  limitations,  to  appl}^  to  vast  groups  of  Avage  earners. 

LnnxATioxs  of  Industrial  Pension  Plans. 

Practically  all  pension  plans  which  have  come  under  the  scrutiny 
of  this  Commission  include  in  their  rules  a number  of  conditions 
which  materially  limit  the  ability  of  the  average  employee  to  qualify 
for  pensions  and  Avhich  also  makes  it  possible  to  use  the  existence  of 
the  pension  system  as  a means  of  enforcing  plant  discipline  in  some 
cases.  In  most  of  the  plans  studied,  the  minimum  length  of  service 
demanded  before  the  worker  becomes  eligible  for  a pension  is  from 
20  to  2.0  years.  In  vieAV  of  the  fact  that  there  are  authoritative 
statistics  which  shoAV  that  only  less  than  4 per  cent  of  the  male 
workers  in  industry  remain  with  the  same  employer  for  twenty  years 
or  over  and  only  less  than  per  cent  of  the  women  workers  stay 
that  long  in  the  one  job,  it  is  difficult  to  see  how  the  total  number 
of  Avorkers  avIio  can  qualify  for  industrial  pensions  under  rules  of 
this  sort  can  groAv  to  such  proportions  as  will  serve  to  materially 
reduce  the  great  army  of  indigent  aged  in  this  country. 

It  has  been  made  quite  evident  to  this  Commission  that  whatever 
shortcomings  may  be  charged  against  private  industrial  pension 
plans,  the  rapid  deAmlopment  of  the  neAV  science  of  management  in 
industry  Avithin  the  past  feAV  years  has  brought  about  a neAV  attitude 
on  the  part  of  employers  of  labor  generally  toAvards  the  problem 
of  the  aged  worker.  Elderly  persons  must  he  pensioned  as  a means 
of  deA-eloping  employee  morale  and  to  eliminate  drags  on  production 
is  the  new  doctrine  of  many  of  the  most  successful  captains  of  in- 
dustry. The  absence  of  a satisfactory  state  system  of  old  age  pen- 
sions has  been  the  cause  of  many  employers  themselves  assuming 
the  burden  of  paying  pensions  to  their  OAAm  Avorkpeople,  the  Com- 
mission has  been  informed  in  many  cases. 

Although  Avhat  is  sometimes  described  as  “Big  Business,”  may  be 
said  to  have  been  “sold”  on  the  fundamental  proposition  that  it  pays 
to  pension  off  old  employees,  there  is  no  general  agreement  that  the 
methods  now  in  operation  for  securing  greater  efficiency  through 
the  establishment  of  pension  systems  are  altogether  effecth^e  and 
well  planned.  The  fact  is  that  the  heads  of  big  industrial  under- 
takings who  were  the  first  to  adopt  pension  systems  are  noAV  among 
the  most  outspoken  critics  of  current  pension  methods.  The  benefits 
to  the  indiAudual  concern  which  had  been  anticipated  from  these 
plans  when  they  Avere  first  adopted,  have  not  been  realized  in  prac- 
tice. On  the  other  hand,  labor  unionists  assert  that  most  pension 
plans  are  designed  with  a view  to  win  workers  away  from  the  unions 
and  as  a weapon  in  case  of  strikes. 


7 


Pension  Plans  Unsoundly  Financed. 

One  of  the  most  important  disclosures  of  this  study  is  the  lack 
of  proper  financial  provision  to  meet  the  pension  payments.  ith 
rare  exceptions,  the  concerns  having  pension  plans  have  not  set  aside 
special  funds  to  take  care  of  the  pensions  as  they  fall  due,  but  ex- 
pect to  meet  these  liabilities  simply  out  of  operating  expenses.  Al- 
most none  of  the  companies  which  established  pension  systems  made 
scientific  calculations  in  advance  of  the  probable  cost  to  themselves 
over  a period  of  j'ears  of  these  pension  systems.  And  in  the  case  of 
the  companies  which  are  establishing  new  pension  systems  this  habit 
of  largely  trusting  to  luck  that  future  pension  costs  will  be  within 
their  capacity  to  pay,  is  still  being  adhered  to. 

The  fallacies  of  this  system  have  been  repeatedly  pointed  out  by 
actuaries  and  all  those  who  have  studied  the  problem.  None  of  the 
American  systems  have  yet  reached,  or  have  nearly  approached  the 
peak  of  costs,  and  it  is  simply  on  account  of  this  fact,  the  experts 
declare,  that  most  concerns  have  found  it  possible  to  continue  oper- 
ating their  pension  systems  without  finding  the  outlay  involved  a 
serious  financial  burden. 

Actuaries  contend  that  it  is  difficult  to  make  a mathematically 
reliable  estimate  of  the  probable  liabilities  which  au  industrial  es- 
tablishment undertakes  when  establishing  a pension  system  without 
constant  revision  and  checking.  Insurance  companies  and  independ- 
ent authorities  criticize  the  whole  principle  of  allowing  private  firms 
which  are  not  subject  to  public  regulation  in  this  respect  to  engage 
in  what  amounts  to  the  business  of  writing  annuities. 


• Conclusions. 

This  Commission  has  come  to  the  conclusion  that  as  pension  ob- 
ligations are  now  carried,  unless  our  present  business  prosperity 
continues  without  periods  of  reaction,  it  is  likely  in  the  long  run 
that  public  or  charitable  agencies  will  be  forced  to  assume  the 
maintenance  of  many  thousands  of  workers  whose  employers  had  led 
them  to  expect  that  they  would  be  granted  pensions  in  their  old  age. 

The  ever  increasing  per  capita  output  in  industry  aud  the  chang- 
ing conditions  of  life  generally  in  most  industrial  communities  are 
markedly  shortening  the  average  working-life  of  the  great  mass  of 
men  and  women  engaged  in  industrv'.  The  average  amount  of  the 
savings  accumidated  by  the  wage-earner  who  has  been  retired  from 
his  job,  is  not  sufficient  to  maintain  him  in  old  age.  The  Commis- 
sion is  convinced  that  the  need  for  old  age  assistance  has  been  grow- 
ing from  year  to  year  and  that  a practical  solution  for  meeting  this 
want  becomes  more  pressing  as  times  goes  on. 
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After  studying  at  length  and  in  great  detail  the  highly  meritor- 
icuis  efforts  which  are  being  made  to  care  of  some  five  or  six  per 
cent  of  all  the  needy  aged  in  this  country  hy  private  employers,  the 
Commission  finds  that  it  is  more  than  ever  justified  by  the  facts  of 
the  case  in  concluding  that  tlirough  legislation  alone  can  the  needs 
of  all  the  indigent  aged  who  have  contributed  their  sliare  towards  the 
welfare  of  this  Nation  and  Commonwealth  be  met  adequately. 

James  H.  Maurer,  Chairman 
Mrs.  Mary  V.  Grice 
David  S.  Ludlum 
John-  F.  O'Toole 
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CHAPTER  I 


THE  WHY  OP  INDUSTRIAL  OLD  AGE  PENSIONS 

“Why  have  pension  plans  spread  in  private  industry,  and  why  has 
virtually  every  civilized  government  on  earth  except  the  United 
States  and  Canada,^  some  type  of  pension  plan  for  its  superannu- 
ated workers”?  demanded  James  E.  Kavanagh,  Vice  President  of 
the  Metropolitan  Life  Insurance  Company,  in  a recent  speech  before 
the  Chamber  of  Commerce  of  the  United  States.  The  speaker  replied 
to  his  own  question  as  follows: 

The  answer,  to  me,  seems  clear  and  unmistakable:  Industrialism;  the  gathering 
together  of  great  numbers  of  men  and  women  in  combined  effort  for  greater  pro- 
duction. 

The  small  farmer  of  years  ago  was,  in  his  older  days,  to  a large  extent  supported 
by  the  farm.  The  corner  cobbler  grew  old  at  his  bench ; his  sons  or  the  sons  of 
his  neighbors  grew  up  to  help  him.  He  was  a business  unit,  and  the  business 
gcod-will  gained  in  a lifetime  in  one  community  contributed  to  his  subsistence  if 
rot  his  comfort.  The  successful  man  owned  his  business.  Indeed,  to  be  in  busi- 
ness for  himself  was  the  ambition  of  almost  every  boy. 

Today  even  our  greatest  men  are  employees.  When  Wiliam  H.  Vanderbilt  was 
president  of  a railroad  he  usually  had  most  of  its  stock  in  his  safe.  But  Charles 
Dawes  doesn’t  own  his  bank ; he  works  for  it.  Owen  Young  doesn’t  own  General 
Electric ; he  works  for  it. 

Under  the  industrial  system,  ownership  has  mighty  little  to  do  with  holding  your 
job.  The  corner  cobbler  today  is  usually  an  employee  of  a corporation  with  a 
chain  of  cobblers’  shops.  He  operates  fast-running  machines  while  the  customer 
cools  his  heels — literally — in  a small  booth.  The  moment  he  fails,  because  of  his 
age  or  infirmity,  to  operate  the  machine  .as  fast  as  he  did,  or  as  a younger  man 
would,  out  he  goes.  Efficiency,  economy, — the  industrial  system  demands  it." 

Indeed,  as  long  as  production  was  decentralized  and  the  modern 
factory  unknown,  the  artisan  and  laborer  continued  to  work  as  long 
as  they  could  produce  something.  When  “manufacturing”  still  was 
a literal  “making  by  hand”  and  when  every  article  was  completely 
made  by  one  person,  an  aged  worker  could  easily  be  assigned  only 
the  lighter  and  simjJer  tasks  such  as  he  could  readily  perform  and 
which  enabled  him  to  continue  to  earn  his  bread.  On  the  smaller 
farms  men  and  women  are  still  usefnl  in  their  old  age.  Their  activi- 


'In  the  Spring  of  1926,  the  Canadian  House  of  Commons  adopted  a bill  proTldlng  for  old 
age  pensions,  the  cost  of  which,  was  to  be  shared  between  the  Federal  and  provincial  govern- 
ments. The  bill  was  defeated  in  the  Senate  largely  on  the  grounds  of  non-interference  with 
the  rights  of  the  provinces. 

^Address  delivered  before  the  Twelfth  Annual  Meeting  of  the  Chamber  of  Commerce  of 
the  United  States,  May,  1924,  Cleveland,  Ohio. 


(11) 


12 


ties  as  bread  winners  rarely  cease  before  actual  senility  has  set  in 
and  frequently  continue  long  after  mental  infirmity  becomes  pro- 
nounced. In  small  businesses,  and  some  professions,  men  and  women 
even  today  may  still  continue  at  their  jobs  in  their  old  age.  As 
long  as  this  country  Avas  predominantly  agricultural,  Avith  wide 
spaces  of  free  land,  factory  Avork  Avas  generally  only  a temporary 
occupation  to  enable  the  worker  to  save  enough  cash  for  a start  on 
liis  own  farm  or  small  business.  Few  wage-earners  remained  in  the 
sho])s  until  old  age  had  OA'ertaken  them.  The  problem  of  aged  Avorkers 
in  industry  Avas  almost  non-existent.  As  long  as  the  family  remained 
a unit  and  family  ties  Avere  strong,  the  aged  wage-earner,  even  upon 
retirement,  could  enjoyably  and  comfortably  pass  his  days  Avith  his 
children  or  kin  Avhere  his  help  in  the  numerous  small  tasks,  Avhich 
as  a rule  he  could  ])erform  better  than  the  younger  folks,  made  his 
support  not  an  uiiAvelcome  burden  and  frequently  no  burden  at  all 
in  an  economic  sense. 

A totall}"  different  situation  prevails  today.  From  an  overAvhelm- 
ingly  a.gricultural  nation  only  a generation  ago  Ave  have  developed 
into  one  of  the  most  highly  developed  industrial  countries  in  the 
AAmrld.  From  17,392.099  gainfully  employed  persons  in  the  United 
States  in  1880  Ave  have  grown  to  41,614,248  in  1920,  an  increase  in 
forty  years  of  24,222,149,  or  139  per  cent.  Of  those  directly  en- 
gaged in  manufacturing  and  mechanical  ])ursnits  the  number  has 
groAvn  from  5,678,468  in  1890  to  12,  818,524  in  1920,  a gain  of  almost 
125  per  cent  in  one  generation.  In  some  basic  industries  such  as  iron 
and  steel,  for  instance,  the  percentage  has  risen  much  higher  while 
in  the  case  of  the  railroads  the  percentage  of  increase  amounts  to 
over  233  per  cent.  The  number  engaged  in  mining  also  increased 
from  387,248  in  1890  to  1,090,223,  in  1920,  an  increase  of  228  per  cent. 

The  great  majority  of  our  population  no  longer  lives  in  rural  com- 
munities but  in  urban  centers,  Avhere,  for  most  of  the  people,  the 
daily  bread  depends  entirely  upon  the  daily  earnings.  The  possi- 
bility of  going  back  to  the  farm  is  not  eA'en  considered  any  more. 
The  percentage  of  those  engaged  in  agricultural  pursuits  declined 
from  44.4  per  cent  of  the  total  gainfully  employed  in  1880  to  26.3 
per  cent  in  1920.  The  small  individually  OAvned  businesses  are 
diminishing  rapidly  in  number  and  are  replaced  by  chain  controlled 
establishments.  The  Avage-earner  Avho  enters  an  industrial  occupa- 
tion today  is  very  likely  to  remain  in  it  all  his  Avorking  life.  Fur- 
thermore, in  our  present  industrial  establishments,  specialization 
has  become  the  almost  universal  rule.  Production  is  so  standardized 
that  each  individual  performs  perhaps  only  tAvo  or  three  operations 
in  the  vrhole  complicated  business  of  producing  the  finished  article. 
Standardized  production  inevitably  demands  a swifter  pace  AA’^hich 
produces  greater  nervous  strain  tending  to  wear  out  workmen  more 
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rapidly  than  ever  before.  As  a result,  the  period  during  which  an 
industrial  worker  can  be  profitably  employed  is  constantly  growing 
shorter.  The  difficulty  of  finding  a job  after  passing  the  prime  of  life 
has  become  proverbial.  Many  industries  now  limit  their  hiring  age 
to  35  years.  Family  ties  having  largely  broken  down,  and  many  of 
onr  city  dwellers  being  forced  to  live  in  small  and  confined  apart- 
ments, the  superannuated  and  dependent  aged  wage-earner  is  no 
longer  “a  welcome  burden”  even  to  his  own  children.  Thus  the 
wornout  industrial  toiler  for  whom  indnstrj"  has  no  longer  any  place 
is  not  infrequently  left  “high  and  dry”  and  without  any  means  of 
support. 

That  few  wage-eaimers  are  able  to  continue  at  work  until  the  end 
of  their  days  is  known  to  all.  Although,  as  we  have  just  seen,  tlie 
proportion  of  the  entire  population  which  must  secure  its  livelihood 
through  gainful  work  has  steadily  increased  in  the  United  States, 
the  percentage  of  those  so  engaged  after  middle  age  has  been  con- 
tinuously diminishing.  In  1890,  out  of  every  100  males  65  years  of 
age  and  over  73.8  Avere  still  recorded  as  gainfully  employed.  Ten 
years  later,  in  1900,  the  percentage  dropped  to  68.4.  No  figures  on 
this  point  Avere  made  aAmilable  by  the  1910  Census.  But  in  1920  the 
percentage  of  this  group  declined  to  60.1,  a decrease  of  18.6  per  cent, 
or  nearly  one-fifth  in  30  years.  The  difficulty  of  employing  elderly 
workers  is  further  evidenced  by  the  fact  that  a study  of  the  ages  of 
industrial  pensioners  at  the  time  of  their  retirement  as  compared  with 
the  ages  requii’ed  for  such  pensioning  shoAvs,  that  in  spite  of  the 
strict  regulations  provided,  many  are  being  pensioned  much  earlier 
because  they  can  no  longer  be  adjusted  in  their  occupation.® 

How  utterly  dependent  these  aged  persons  become  once  they  are 
deprived  of  the  opportunity  to  earn  a livelihood  has  been  repeatedly 
shoAvn  by  the  various  state  commissions  studying  the  subject  of  old 
age  dependency.  According  to  the  Pennsylvania  Old  Age  Assistance 
Commission’s  report  for  1925,  of  nearly  3,000  applicants  from  all 
over  the  State  under  the  nullified  old  age  assistance  law,  73.9  per  cent 
stated  that  aside  from  what  help  some  of  them  received  from  tlieir 
children  and  relatives,  they  had  no  other  means  of  support  except 
what  they  could  earn  from  their  OAvn  labor.  Of  those  claiming  to 
have  derived  some  income  from  accumulated  saAungs,  the  average 
amount  of  these  AAms  .|376  for  each  person  fortunate  enough  to  have 
put  something  l)y;  -^6.75  v/as  the  average  SAim  of  the  savings  reported 
by  all  applicants  for  old  age  assistance.  EA'en  in  tlie  over-wlielmingly 
rnral  comities  only  a small  ])roportion  of  the  apjilicants  hai’e  been 
able  during  their  lifetime  to  save  np  enough  to  buy  a homestead.  The 
average  value  of  these  homesteads  amounted  to  -1571.  The  ai'erage 


^See.  A.  Epstein,  Facing  Old  Age,  pp.  13-14,  1922. 
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total  possessions  of  all  applicants,  including  the  values  of  the  homes, 
savings  and  various  other  possessions  when  divided  by  the  total  num-_ 
her  of  applicants  studied,  amounted  to  only  |23.'84  per  person. 


The  Dawn  of  a New  Conscience 

In  many  industries  these  superannuated  workers  have  been  dis- 
carded not  unlike  worn-out  or  obsolete  machinery.  They  were  rele- 
gated to  the  “scrap-heap”  by  the  ruthless  demands  of  what  was  de- 
scribed as  “efficiency.”  Gradually,  as  the  numbers  of  these  unfortu- 
nates multiplied,  their  hardships  became  more  apparent.  But  when 
demands  for  the  protection  of  such  workers  in  their  old  age  became 
more  vociferous  and  impressive  a new  sense  of  obligation  began  to 
dawn  upon  many  industrial  leaders.  Employers  of  labor  have  at 
length  come  to  recognize,  as  expressed  by  one  veteran  industrialist, 
that;  “when  industry  emplo3''s  the  normal  energy  of  a man,  it  ought 
not  to  be  excused  from  paying  for  all  that  it  has  used.  Justice  de- 
mands the  same  equity  for  the  seller  of  human  energy  and  brawn 
that  it  exacts  for  the  owner  of  inert  material — payment  in  full  for 
all  delivered.”  Furthermore,  because  industry  operates  through  in- 
dividuals and  because  “men  have  hearts,”  and  the  “blue  envelope” 
must  be  given  by  some  one  human  being  to  another  decrepit  human 
being,  employers  of  labor,  for  obvious  reasons,  are  increasingly  be- 
coming more  hesitant  to  tell  the  “old  fellow,”  who  has  spent  the 
greatest  part  of  his  active  life  in  the  employ  of  the  company,  to 
“get  out;”  to  face  starvation,  or  be  sent  to  the  poorhouse,  which 
last  alternative,  only  too  frequently,  is  considered  even  a worse  fate. 
The  dismissal  of  an  old,  faithful  employee  is  no  pleasant  task  for 
the  factory  manager,  superintendent  or  foreman  to  perform  and  the 
reaction  of  the  personnel  to  such  a policy  is  exceedingly  harmful  to 
the  willing  and  cooperative  spirit  of  any  organization.  As  stated 
by  Justice  Brandeis: 

The  employer.s  need  a comprehensive  pension  system  becau.se,  wliile  the  presence 
of  the  superannuated  employees  in  a business  seriously  impairs  its  efficiency,  the 
dictates  both  of  humanity  and  of  poKcy  prevent  discharge  unless  their  financial 
necessities  are  provided  for.  The  demand  for  a pension  system  grows  more  press- 
ing as  businesses  grow  more  stable ; for  in  older  businesses  there  is  a constant 
tendency  to  accumulate  superannuated  c'.mployees.  The  demand  becomes  particularly 
acute  when  businesses  grow  large  as  well  as  old ; for  then  it  becomes  difficult  to 
provide  for  the  individual  needs  of  the  abnormal  employee. 

So  far  as  the  cost  of  the  old  age  pension  is  paid  by  the  employer  for  the  em- 
ployees’ benefit,  it  is  in  substance  a part  of  tlie  wage.  So  far  as  such  a payment 
by  the  employer  is  for  insurance  against  that  waste  and  inefficiency  in  his  establish- 
ment which  would  result  from  retaining  superannuated  employees,  and  for  protec- 
tion against  that  discontent  which  would  result  from  discharging  the  superannuated 
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without  providing  for  jtheoi^  huHijcialls,  it  is  4 p£^rt  of  tjie  business  expense  .... 
under  our  present  industrial  systeni  some  eomprcnei'slve  inarcial  provision  for  the 
superannuated  worker  is  essential  to  social  if  not  to  industrial  solvency.  To  neglect 
such  a requirement  is  as  dat^geioue  as  it  is  Tor  the  manufacturer  to  ignore  the 
depreciation  of  his  machines.'*  ‘ • ■ “ > . = " 

In  general,  the  earlier  notion  that  the  human  element  in  produc- 
tion is  no  different  from  the  machine  element  is  rapidly  being  dis 
carded.  It  is  giving  way  to  the  theory  that  production  is  far  more 
a matter  of  efficient  men  than  of  improved  machinery.  Because  the 
lack  of  provision  for  old  age  has  a deteriorating  effect  not  only  up- 
on those  immediately  faced  with  the  problem,  but  upon  all  wage- 
earners  who,  as  has  been  said,  “are  hoping  to  live  yet  dread  the 
consequence  of  living,”  and  because  the  conviction  is  growing  that 
it  is  economically  unsound  not  to  have  a pension  plan,  managements 
are  now  usually  anxious  to  make  some  provision  for  the  old  age 
of  at  least  those  employees  who  have  given  them  long  years  of  ser- 
vice. This  point  of  view  is  clearly  expressed  in  tlie  published  pur- 
poses of  one  employee-pension  plan  as  follows; 

The  management  thoroughly  appreciates  the  benefit  to  be  derived  from  the  posses- 
sion of  an  organization  of  men  who  realize  that  they  will  be  protected  efficiently 
and  adequately  from  loss  of  livelihood  by  the  inevitable  infirmities  of  old  age. 
The  evidence  of  heart-felt  relief  and  gratefulness  on  the  part  of  the  employees  who 
have  retired  have  been  the  means  of  immeasurably  enchancing  the  esprit  de  corps 
as  a whole. 


Why  Pension  Plans  are  Established 


Thus  private  provision  for  superannuated  industrial  workers  is 
definitely  increasing  in  this  country.  All  theories  about  thrift  and 
independence,  and  all  objections  to  paternalism  notwithstanding, 
employers  of  labor  have  found  that,  in  practice,  the  average  wages 
paid  in  most  industrial  establishments  have  proved  insufficient  to 
provide  for  those  periods  of  life  when  the  wage-earner  is  no  longer 
abld  to  participate  actively  in  industry.  Even  when  the  worker  suc- 
ceeds in  accumulating  considerable  savings  he  is  frequently  deprived 
of  these  through  some  circumstance  over  which  he  has  no  control  and 
is  left  dependent  in  old  age,  despite  his  conscientious  practice  of 
thrift.  The  lure  of  high  interest  rates  or  speculative  investments 
has  caused  many  thousands  of  otherwise  provident  working  people 
to  end  their  days  penniless  and  broken  in  spirit. 

Once  the  necessity  of  such  provision  has  been  acknowledged  it  is 
but  natural  that  employers  of  labor,  who,  in  their  earlier  days  sought 
to  protect  their  workers  in  time  of  sickness  and  accidents  through 
the  organization  of  employee  mutual  benefit  societies  and  relief  de- 


'‘Louis  D.  Brandeis,  Business  a 
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partments,  should  .flrst  rum  for  the  alleviation  of  their  aged  workers 
to  similar  private  agencies.  Farsighted  and  benevolent  employers  of 
labor  in  every  country  have  always  tried  to  protect  their  own  workers 
through  some  form  of  private  endeavor.  But,  as  has  been  the  case 
with  industrial  accidents  and  sickness,  these  individually  conducted 
plans  have  been  proven  to  be  thoroughly  inadequate  and  incapable 
of  coping  with  the  problem.  Workmen’s  compensation  laws  in  this 
country,  and  health  insurance  measures  abroad  have  had  to  be  es- 
tablished on  a state-wide  or  national  basis  as  measures  of  general 
community  benefit.  It  is  now  gradually  dawning  upon  the  minds  of 
all  farseeing*  industrial  leaders  that  in  the  case  of  aged  workers  also 
only  a state-wide  or  national  program  can  satisfactorily  cope  with 
the  need  that  admittedly  exists. 

It  is  but  natural  that  we  should  now  be  at  the  height  of  the  period 
of  private  industrial  pensions  although  everywhere  the  principle  of 
state-wide  insurance!  or  pension  systems  has  long  ago  been  accepted. 
Even  our  compensation  laws  are  hardly  more  than  a decade  old.  In 
view  of  the  individualism  characterizing  American  industry,  and  the 
comparatively  short  exi)erience  Avith  private  pension  plans,  it  is  not 
surprising  that  we  should  have  been  someAvhat  sloAver  in  recogniz- 
ing that  anly  state-Avide  programs  could  adequately  meet  the  needs 
of  the  superannuated  industrial  Avorkers.  Fortunately,  dming  the 
last  feAv  3^ears,  much  evidence  has  been  accumulated,  even  in  the 
United  States,  of  the  ineffectiA'eness  of  jirivate  pension  plans,  and 
state-Avide  or  national  programs  have  frequently  been  advocated  in 
their  stead  by  influential  businessmen.  It  is  significant  that  the  in- 
dustrial establishments  Avhich  have  experimented  longest  Avith  these 
private  pension  plans  find  them  increasingly  more  burdensome  and 
unsatisfactory. 

Experience  Abroad 

In  Great  Britain,  France,  and  Germany,  where  industrial  estab- 
lishments are  much  older  than  in  the  United  States,  private  indus- 
trial pension  plans  providing  for  the  retirement  of  old  employees 
after  long  periods  of  service  were  in  operation  even  prior  to  the  mid- 
dle of  the  last  century.  Because  it  Avas  demonstrated  by  practical 
experience  that  these  plans  could  never  hope  to  meet  adequately  the 
entire  problem  of  old  age  dependency,  national  systems  of  old  age 
pensions  and  insurance  Avere  introduced.  As  a result,  many  of  the 
private  plans  in  those  countries  have  been  either  abandoned  or  modi- 
fied. Those  superannuation  funds  which  are  still  in  existence  abroad 
for  the  most  part  cover  only  the  clerical  and  superAUSory  forces — 
classes  which  are  generally  excluded  from  the  compulsory  insurance 
provisions  now  in  practice  in  these  countries.  (Frequently,  these 
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funds  are  used  also  as  supplementary  pensions  to  those  already  pro- 
vided by  the  governmental  systems.  In  the  national  programs  the 
private  pension  funds  play  hut  little  role.  Of  the  voluntary  funds 
in  existence,  practically  all  definitely  acknowledge  the  principle  of 
obligations  of  pensions  to  employees  after  long  periods  of  service  and 
are  generally  established  on  sound  actuarial  principles,  or  often 
these  funds  are  deposited  Avith  the  government.  They  are  based  upon 
solid  foundations  which  guarantee  the  employee  that  his  pension 
will  be  forthcoming  when  he  reaches  the  age  of  retirement. 


The  Situation  in  the  United  States 

The  story  of  private  pension  plans  in  the  United  States  today  is 
somewhat  different.  Because  many  of  our  largest  industries  have 
come  into  existence  Avithin  comparatively  recent  years,  the  old  em- 
ployee in  industry  did  not  become  a major  ])roblem  to  managements 
until  very  recently.  Our  large-scale  industrial  development  began 
only  after  the  Civil  War.  One  authority  states  that  probably  not 
one  per  cent  of  the  corporations  in  existence  today  Avere  in  operation 
80  years  ago.  Consequently,  the  question  of  Avhat  to  do  Avith  the 
worn-out  worker  did  not  arise  until  a much  later  date  and  only 
Avithin  the  past  twenty  A^ears  became  an  acute  jiroblem. 


Extent  of  Industrial  Pensions 

Once  American  industries  Avere  confronted  Avith  the  problem  of  the 
superannuated  employee,  private  retirement  systems,  aiming  to  pro- 
vide some  financial  assistance  for  aged  AAmrkers  AA’ho  liaA'e  giA-en  long 
periods  of  service  to  the  corporation,  began  to  spread  rapidly.  Ac- 
curate data  either  as  to  the  exact  number  of  such  pension  plans  in 
the  United  States,  the  total  number  of  Avorkers  covered,  or  the  total 
number  of  employees  now  in  receipt  of  pension  alloAvances  is  lack- 
ing. Exact  information  on  the.se  points  is  difficult  to  obtain  because 
a number  of  concerns  may  haA'e  pension  plans  in  operation  for  some 
time  before  they  are  made  ]niblic,  Avhile  others,  although  they  have 
not  established  formal  pension  rules,  ncA’ertheless,  do  retire  some  of 
their  superannuated  Avorkers  on  a pension.  During  the  last  feAv 
years  a number  of  attempts  to  ascertain  these  facts  have  been  made.® 


®See  in  this  connection: 

^lonthly  Labor  Review,  June,  1916,  U.  S.  Department  of  Labor. 

Industrial  Pensions,  Report  of  the  Special  Committee  on  Industrial  Pensions,  The  Merchant’s 
Association  of  New  York,  1920. 

Luther  Conant,  Jr.,  A Critical  Analysis  of  Industrial  Pension  Systems,  1922. 

Industrial  Pensions  in  the  United  States,  National  Industrial  Conference  Board,  1925. 

Monthly  Labor  Review,  January,  1926,  United  States  Department  of  Labor. 
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The  latest  and  most  comprehensive  of  these  studies — the  Report  of 
the  National  Industrial  Conference  Board— lists  245  concerns  with 
248  pension  plans  which  were  in  operation  in  the  United  States  in 
1924.  This  investigation  also  discloses  that  four-fifths  of  the  pension 
plans  have  been  adopted  since  1910.  The  total  number  of  employees 
covered  by  these  formal  pension  plans  in  215  establishments  were 
found  to  be  2,815,512.  One  hundred  and  sixty-four  establishments 
with  formal  pension  systems  reported  a total  of  35,953  pensioners  on 
their  rolls. 


Number  of  Pension  Plans 

The  Commission’s  investigations  of  industrial  pensions  began  early 
in  1925.  A letter  asking  for  information  in  regard  to  their  pension 
policy  was  sent  to  over  3,000  of  the  larger  concerns  in  the  United 
States  and  Canada.  A follow-up  letter  to  the  concerns  known  to 
have  pension  systems  was  also  addressed.  Over  1,600  replies  were 
received  by  the  Commission  in  response  to  its  questionnaire.  Five 
hundred  and  ninety-four,  or  a little  over  one-third,  of  the  total 
conctrns  answering,  reported  that  they  were  providing  pensions  for 
tlieir  aged  workers.  Of  these,  370  were  found  either  to  have  in  opera- 
tion formal  pension  plans  or  to  have  followed  a definite  pension  policy 
for  a number  of  years:  224  concerns  stated  that  while  they  have  no 
formal  pension  sj'stem,  they  do  pay  pension  allowances  from  time  to 
time  in  individual  meritorious  cases.  The  total  number  of  private  pen- 
sion plans  in  the  United  States  today  can  only  be  roughly  estimated. 
For  the  past  year  and  a half  the  Commission’s  staff  followed  up  every 
available  clue  which  lead  to  securing  better  information  on  all  as- 
pects of  industrial  pensions.  A number  of  concerns  reported  in 
previous  studies  as  having  established  formal  pension  plans  were 
found  to  have  now  either  abandoned  these  or  stated  that  the  reports 
crediting  them  with  having  pension  plans  in  operation  were  erroneous. 
With  the  information  now  available,  it  is  probably  safe  to  estimate 
the  total  possible  number  of  formal  pension  plans  in  the  country  at 
approximately  400. 

Number  of  Workers  Covered  by  Pension  Plans 

Of  the  370  establishments  having  formal  pension  plans,  312  con- 
cerns reported  employing  a total  of  3,300,639  workers.  Included 
among  tlie  latter  are  some  of  the  largest  concerns  in  the  United 
States.  Few  of  the  establishments  having  formal  pension  systems 
but  not  reporting  the  number  of  their  employees  to  the  Commis- 
sion are  among  the  very  large  concerns.  It  is  very  likely,  therefore, 
that  the  total  number  of  workers  covered  by  the  estimated  400  for- 
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mal  industrial  pension  plans  is  about  4,000,000.  This  represents 
approximately  16  per  cent  of  all  the  employees  engaged  in  manufac- 
turing, and  mechanical'  industries,  transportation,  extraction  of 
minerals  and  clerical  occupations. 


Number  of  Pensioners 

Two  hundred  and  thirty-six  concerns  with  formal  pension  plans 
reported  to  the  Commission  a total  of  44,207  pensioners.  These  com- 
panies employed  a total  of  2,528,351  workers — almost  two-thirds  of 
the  estimated  number  of  workers  covered  by  formal  pension  plans — 
making  an  average  of  about  10,713  employees  per  concern  and  one 
pensioner  for  every  57  employed  workers.  Assuming  that  the  same 
ratio  would  hold  true  for  the  total  estimated  numlier  of  4,000,000 
workers  covered,  the  total  number  of  pensioners  under  formal  sys- 
tems may  be  liberally  estimated  at  approximately  70,000.* 

Of  the  224  corporations  reporting  informal  pension  provisions, 
84  reported  employing  a total  of  183,497  workers,  or  an  average  of 
2,184  employees  per  company.  Assuming  the  same  average  for  the 
remaining  140  concerns  the  total  workers  covered  would  be  489,216. 
Eighty-one  concerns  reported  a total  of  589  pensioners,  or  an  aver- 
age of  7 pensioners  per  company.  Thirty-four  establishments  em- 
ploying a total  of  52,989  employees  had  319  pensioners,  or  1 pensioner 
for  every  166  employees.  If  the  ratio  of  pensioners  to  the  number 
of  employees  in  these  34  companies  should  hold  true  for  the  remain- 
ing 190  concerns,  the  total  pensioners  under  the  224  informal  pen- 
sion plans  would  be  approximately  3,000.  This  total  would  be  cut 
in  half  if  the  average  number  of  pensioners  as  reported  by  the  81 
concerns  were  taken  as  a basis  for  all  the  establishments  reporting 
informal  pension  policies. 

Thus  the  total  number  of  employees  now  in  receipt  of  pensions 
from  the  594  concerns  studied  by  the  Commission  may  be  set  at 
approximately  73,000.  The  total  number  of  persons  in  the  United 
States  now  in  receipt  of  industrial  pensions  is  probably  around 
90,000  in  view  of  the  fact  that  only  the  larger  concerns  can  afford 
the  cost  of  retirement  systems  and  most  of  these  establishments  have 
been  included  in  those  reporting  to  the  Commission.  The  90,000 
individuals  estimated  to  be  receiving  pensions  in  1925  constitute 
approximately  13  per  cent  of  the  persons  aged  65  years  and  over  re- 
ported by  the  1920  United  States  Census  as  being  still  engaged  in 
manufacturing  and  mechanical  industries,  transportation,  extrac- 
tion of  minerals,  trade  and  clerical  occupations. 


*Since  going  to  press,  8 additional  concerns  employing  a total  of  145,456  employees  reported 
a total  of  2,146  pensioners. 


How  Far  are  the  Needs  of  the  Aged 
Met  by  Industrial  Pensions? 

To  what  extent  can  these  industrial  pension  plans  be  said  to  meet 
the  needs  of  the  aged  in  the  United  States?  Here  again  no  exact 
data  is  available  and  only  rough  estimates  can  be  made.  The  1920 
United  States  Census  reports  a population  of  approximately  5,000- 
000  persons  65  years  of  age  and  over.  This  figure  is  estimated  to 
have  increased  to  5,500,000  in  1925.  No  complete  study  on  the  ex- 
act proportion  of  the  total  number  of  aged  who  become  dependent 
has  ever  been  made.  From  what  information  is  available,  it  may  be 
authoritatively  estimated  that  from  15  to  20  per  cent  of  the  aged  are 
dependent  upon  private  and  public  relief,  while  20  per  cent  in  addi- 
tion are  dejiendent  upon  children  or  relatives  for  their  support. 

In  1908  the  Massachusetts  Commission  on  Old  Age  Pensions,  An- 
nuities and  Insurance  found  24  per  cent  of  the  aged  65  and  over  in 
Massachusetts  to  be  residing  in  correctional  institutions  and  public 
or  private  pauper  and  benevolent  homes,  or  were  the  recipients  of 
public  or  private  outdoor  relief,  or  United  States  Pensions.  In 
1919,  the  Pennsylvania  Commission  on  Old  Age  Pensions  found  that 
43  per  cent  of  the  population  in  this  Commonwealth  50  years  of  age 
and  over  investigated  in  their  own  homes,  had  no  other  means  of 
support  outside  their  own  earnings,  while  approximately  27  per 
cent  were  already  not  working  The  Massachusetts  Commission  on 
Pensions  in  its  1925  report  states  that  23.2  per  cent  of  persons  65 
years  of  age  and  over  interviewed  by  the  Commission,  had  annua] 
incomes  of  $100  and  less,  while  9 per  cent  more  had  yearly  incomes 
ranging  from  flOO  to  $399;  thus  indicating  that  32.2  per  cent  of  the 
aged  65  and  over  in  Massachusetts  had  insufficient  incomes  of  their 
own  and  were  actually,  if  not  literally,  dependent  in  their  old  age. 

If  the  ratio  established  in  the  case  of  Massachusetts  should  hold 
true  for  the  entire  United  States,  it  would  mean  that  approximately 
1,800,000  persons  65  years  of  age  and  over  are  now  dependent  on 
others  tor  their  support  in  old  age.®  Even  with  the  total  number  of 
industrial  pensioners  set  at  approximately  90,000,  it  would  mean  that 
only  5 per  cent  of  the  needy  aged  are  in  any  way  now  provided  for 
through  pension  plans  of  industrial  establishments. 


“In  1920  A.  Epstein  in  his  book  “Facing  Old  Age,’’  by  an  entirely  different  method  of 
computation  and  taking  other  statistical  material  as  a basis,  estimated  that  in  1910  there  were 
approximately  1,700,000  persons  in  the  United  States  who  had  no  other  means  of  support  in 
their  old  age  except  what  they  would  earn  themselves. 
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TABLE  I 

Periods  when  Private  Pension  Plans  Now 
in  Operation  were  Adopted 


Year  Numher  Percentage 

Before  1900  4 1.09 

1900  1904  26  7.02 

1905-1909  19  5.14 

1910  1914  96  25.95 

1915-1919  96  25.95 

1920-1924  90  24.32 

1925-1926  10  2.70 

Not  Stated 29  7.83 


Total 


370  100.00 


Development  of  American  Pension  Plans 
The  American  Express  Company  has  the  distinction  of  liaving  been 
the  first  corporation  in  this  country  to  adopt  some  provisions  for  its 
aged  employees.  This  corporation  established  a method  of  caring 
for  men  growing  old  in  its  service  as  long  ago  as  1875.  The  first 
formal  private  plan  for  industrial  old  age  pensions  was  made  by  the 
Baltimore  and  Ohio  Eailroad  in  1889.  This  example  was  not  follow- 
ed until  1895  by  the  Delaware  and  Hudson  Eailroad  and  in  1899  by 
the  First  National  Bank  of  Chicago.  By  the  beginning  of  the  present 
century  only  four  companies  are  known  to  have  adopted  some  formal 
method  of  pensioning  their  superannuated  em])loyees.  During  the 
first  decade  of  this  century,  pension  systems  spread  slowly,  only 
about  12  per  cent  of  the  plans  studied  having  been  inaugurated  in 
that  period.  The  greatest  development  in  industrial  pensions  in  tlie 
United  States  as  shown  on  Table  I occurred  during  the  last  decade 
and  a half  when  approximately  88  per  cent  of  the  pension  plans  an- 
alyzed in  this  report  have  been  introduced. 


TABLE  II 

Number  of  Employees  Covered  and  Pensioners  on  Eoli.s 

BY  Industry. 


Industry 

Total 

Listed 

Number 

Reporting 

Employees 

Total 

Employees 

Covered 

Number 

Reporting 

Pensioners 

Total 

Pen.'^ioners 

Public  Utilities  (other  than  railroads)  - 

83 

67 

617,819 

52 

3,273 

Railroads  — 

59 

45 

368,660 

37 

26,281 

Metals  -- 

56 

50 

6.31.982 

38 

8,148 

Banking  - 

28 

22 

21,726 

15 

132 

Oil  and  Petroleum  — 

17 

15 

99,556 

10 

1.44G 

Paper  and  Publishing 

15 

14 

12,093 

12 

l.")4 

Textile  & Clothing  

14 

13 

27,414 

9 

442 

Chemical  

13 

12 

42,909 

7 

a59 

Food  Products 

13 

9 

125,016 

6 

953 

Mercantile  _ 

9 

8 

26,350 

10 

Insurance  ..  

8 

8 

70,090 

8 

447 

Mining  & Quarrying  

8 

S 

34,011 

6 

619 

Automobile  & Rubber 

5 

5 

87,948 

2 

802 

Professional  Institutions  

5 

4 

2,166 

2 

27 

Shoes  & Leather 

5 

4 

2,814 

3 

3 

Miscellaneous  

32 

28 

130,085 

19 

765 

Total  

370 

312 

3,300,639 

236 

44,207 
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Table  II  shows  that  in  spite  of  the  relatively  greater  rate  at  which 
formal  pension  plans  were  established  during  the  last  15  years,  the 
bulk  of  these  plans  is  confined  to  the  industries  engaged  in  the  public 
service.  Almost  two-thirds  of  the  total  number  of  workers  covered 
by  formal  j^ension  plans  are  employed  by  public  utility  corporations, 
Avhile  approximately  67  per  cent  of  those  noAv  in  receipt  of  pensions 
draAv  their  allowances  from  these  same  industries.  The  concentration 
of  pension  plans  in  a feAv  industries  is  more  strikingly  revealed  when 
it  is  shown  that  by  adding  the  number  of  Avorkers  in  the  metal  in- 
dustries Avho  are  covered  by  pension  plans  to  those  covered  in  the 
public  utilities,  these  tAvo  groups  of  industries  alone  take  care  of 
roughly  four  out  of  every  five  Avorkers  protected  by  formal  private 
pension  plans. 

Practically  nine  out  of  every  ten  persons  noAV  in  receipt  of  pensions 
from  private  industrial  establishments  Avere  employed  in  the  public 
utility  and  metal  industries.  The  pension  plans  in  all  the  other  in- 
dustries reporting  to  the  Commission  apply  to  only  682,378  Avorkers 
and  pay  pensions  at  the  present  time  to  the  comparatively  small 
total  of  6,505  individuals. 


TABLE  III 

Size  of  Establishments  Which  Have  Adopted  Formal 
Pension  Plans 

Num'ber  of  Workers  Employed  Number  of  Concerns  Percentage 


Less  than  100  

4 

1.08 

From  100  to  300  

26 

7.02 

From  300  to  500  

23 

6.22 

From  500  to  1,000  

37 

10.00 

From  1,000  to  2,000  

54 

14.59 

From  2,000  to  3,000  

33 

8.92 

From  3,000  to  5,000  

40 

10.81 

From  5,000  to  10,000  .... 

36 

9.72 

From  10,000  to  50,000  . . 

49 

13.25 

From  50,000  to  100,000  . . 

11 

2.98 

100,000  and  OA^er  

4 

1.09 

Xot  stated  

53 

14.32 

Total 

370 

100.00 

From  Table  III  it  is  seen  that  formal  pension  systems  are  mainly 
confined  to  those  establishments  which  employ  comparatively  large 
groups  of  Avorkers.  Only  a little  over  14  per  cent  of  the  concerns  re- 
porting the  number  of  workers  they  employ  have  under  500  persons 
each  on  their  pay  rolls.  About  12  per  cent  employ  from  500  to  1,000 
workers,  40  per  cent  employ  1,000  to  5,000,  while  32  per  cent  employ 
over  5,000  workers  each. 
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The  disclosure  that  only  large  concerns  can  afford  to  establish 
formal  pension  plans  is  particularly  significant  in  view  of  the  fact 
that  the  1920  United  States  Census  reveals  that  out  of  290,105  in- 
dustrial establishments  throughout  the  country,  only  1,021  concerns, 
or  roughly  one-third  of  one  per  cent,  of  the  total  number  of  such  es- 
tablishments in  the  United  States  employ  over  1,000  workers  each. 
The  total  number  of  firms  employing  101  workers  and  over  each  rep- 
resent roughly  6 per  cent  of  the  total  number  of  industrial  establish- 
ments in  operation  the  country  over  at  the  present  time. 


Early  Hopes  of  Industrial  Pension  Plans  Disappointing 

Except  for  the  critical  attitude  on  the  part  of  organize!  labor, 
private  pension  undertakings  in  the  beginning  met  with  little  censure 
from  the  industries  which  have  established  such  funds.  The  supply 
of  labor  during  all  these  years  was  more  than  plentiful.  Labor  turn- 
over was  enormous  and  as  long  as  prosperity  prevailed  and  the  sys- 
tems were  new,  the  burden  of  meeting  their  obligations  as  they  were 
accruing  was  felt  but  little.  When  the  pension  plans  were  new,  most 
concerns  which  had  established  them  were  fully  satisfied.  As  ex- 
pressed by  the  head  of  one  corporation:  “the  expense  to  us  has  not 
been  found  burdensome  while  we  believe  that  it  has  a salutory  effect 
in  maintaining  a spirit  of  satisfaction  and  loyalty”. 

The  almost  universal  contentment  with  these  plans  caused  many 
to  believe  that,  contrary  to  the  experience  of  other  countries,  in  the 
United  States,  industry  itself  would  gradually  solve  the  problem  of 
the  aged  workers.  It  was  also  expected  that  the  voluntary  assump- 
tion of  provision  for  old  age  of  industrial  workers  by  private  industry 
would  obviate  the  necessity  for  legislation  and  grants  from  public 
funds.  But  during  the  last  few  years  considerable  dissatisfaction 
with  the  working  of  these  plans  developed.  Complaints  on  this  score 
come  not  only  from  organized  labor,  actuaries,  and  economists,  but, 
increasingly  from  the  very  industries  which  have  adopted  these  pro- 
visions. “We  are  not  satisfied  with  our  present  pension  plan  and 
are  endeavoring  to  work  out  a somewhat  different  system”  is  a 
frequent  complaint  of  the  heads  of  concerns  with  pension  plans  in 
operation  for  sometime.  The  earlier  hopes  that  the  introduction  of 
a pension  plan  would  greatly  lessen  the  labor  turnover,  increase 
loyalty  and  stability  of  service,  etc.  have,  after  a number  of  years 
of  experience,  not  been  realized.  Furthermore,  as  the  plans  grow 
older,  many  more  concerns  begin  to  find  that  the  burden  involved  is 
beyond  their  financial  capacity  and  anxiety  regarding  the  future 
anility  of  these  corporations  to  carry  on  this  increasingly  more  ex- 
pensive tax  is  spreading  rapidly. 
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Indeed  a mimber  of  these  ambitious  undertakings  have  already 
failed;  innumerable  others  have  had  to  be  radically  altered,  while  a 
great  many  have  become  profit  conscmiug  burdens  to  the  companies 
which  established  tliem.  Tlie  prospect  that  these  obligations  were  be- 
coming much  more  expensive  than  had  originally  been  contemplated, 
not  only  caused  many  to  change  the  rules  governing  these  funds  so 
as  to  restrict  the  number  of  probable  pensioners,  but  a number  of  es- 
tablishments have  actually  been  forced  to  abandon  their  pension  funds 
entirely.  Those  companies  which  are  now  accumulating  funds  for 
pensions  are  frequently  complaining  of  the  lack  of  appreciation  shown 
of  these  benefits  by  those  employees  whom  tlie  concern  was  most 
anxious  to  retain. 

One  authority  declares  that  in  exceptional  cases,  the  cost  of  pension 
plans  has  mounted  to  28  per  cent  and  30  j>er  cent  of  the  active  pay- 
roll." But  despite  these  heavy  burdens,  employees  and  organized 
labor  continue  to  criticise  the  discretionary  ami  charitable  features 
of  the  present  pension  plans,  while  students  of  the  problem  are  con- 
stantly pointing  out  the  basic  financial  insecurity  of  all  these  systems 
and  their  inherent  incai)acity  to  approach  the  problem  of  providing 
adequate  financial  aid  for  old  age  de])endeucy  in  the  United  States. 
Impartial  experts  on  this  subject  are  practically  unanimous  in  declar- 
ing that  just  as  has  been  the  experience  of  some  of  the  older  countries, 
so  also  in  the  United  States,  private  pension  plans  cannot  be  expected 
to  meet  the  proldem  of  old  age  dependency  adequately  and  that  state 
action  of  one  kind  or  another  is  inevitable. 

Does  the  Voluntary  Creation  of  a Pension  Fund  Establish  a 
Legal  Responsibility  for  the  Maintenance  of 
Superannuated  Employees? 

The  changing  attitude  of  employers  of  labor  towards  their  aged 
workers  and  the  apparent  desire  on  the  part  of  an  increasing  number 
of  industrial  leaders  to  make  some  provision  for  their  superannuated 
employees  naturally  leads  to  an  inquiry  regarding  the  extent  of  the 
modern  employer’s  responsibility  for  his  workers  iu  their  old  age. 
Under  the  feudal  system  the  lord  was  obliged  to  take  care  of  his 
workers  in  case  of  sickness,  accident  and  old  age.  Today,  our  compen- 
sation laws  have  established  a legal  responsibility  on  the  part  of  em- 
ployers of  labor  in  case  of  accidents  or  sicknesses  resulting  while  the 
employees  are  engaged  in  the  performance  of  their  duties.  That  the 
incapacity  to  earn  a livelihood  in  old  age  today  is  frequently  a definite 
result  of  modern  machine  industry  seems  obvious.  The  “old  fogy” — 
and  in  many  an  industrial  establishment  a worker  is  called  that  be- 


'Kavanaugh,  Address  before  U.  S.  Chamber  of  Commerce,  May  1924,  Cleveland,  Ohio. 
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fore  he  is  past  50 — is  welcomed  neither  in  the  shop  nor  in  the  counting 
room. 

The  immediate  reply  to  any  claim  of  legal  responsibility  on  tlie 
part  of  the  employers  to  pay  pensions  which -they  have  promised  as 
“free  will  offerings”  is  that  as  there  are  no  laws  holding  employers 
responsible  for  the  maintenance  of  their  aged  workers  there  can  be  no 
“legal”  duty  involved.  The  recent  decision  of  an  Illinois  Court  in  the 
case  of  the  Morris  & Company  pension  plan  indicates  that  the  reserva- 
tions usually  made  by  the  various  companies  in  their  formal  pension 
plans  against  claims-at-law  are  upheld  by  the  courts.  But,  it  is  con- 
tended, on  the  other  hand,  that  the  provisions  against  legal  claims  to 
pensions  made  by  corporations  in  framing  their  pension  plans  are 
actually  contrary  to  law. 

A legal  writer  says  in  a recent  article; 

It  is  not  possible  to  escape  the  conclusion  that  these  outstanding  pension  con- 
tracts arc  ,ai  legal,  existing,  present  liability  which  should  be  shown  as  such  in  the 

statements  of  the  companies  committed  to  the  plans Practically  all  of  these 

funds  have  been  established  by  corporations  which  are  not  authorized  by  their 
charters  to  engage  in  the  business  of  writing  insurance. 

While  the  insurance  departments  of  our  various  states  rarely  interest  themselves 
in  an  unpleasant  situation  until  their  attention  has  been  called  to  it  by  complaints 
actually  made  to  them,  it  is  quite  certain  that  with  the  failure  of  a few'  of  these 
companies  to  fulfill  the  obligation  of  their  pension  funds,  the  state  departments  of 
insurance  will  be  sot  in  motion  and  courts  will  be  called  upon  for  relief  and  a mass 
of  unpleasant  notoriety  and  litigation  will  inevitably  follow.®'^ 

Indeed,  the  various  national  old  age  insurance  latvs  in  operation 
abroad  require  contributions  from  employers  of  labor.  These  laws  are 
all  based,  apparently,  on  the  general  recognition  of  the  social  respon- 
sibility on  the  part  of  individual  employers  and  upon  industry  as  a 
whole  for  the  care  of  their  aged  employees.  In  the  United  States, 
employers,  as  a whole,  are  not  yet  held  responsible  for  the  support 
in  old  age  of  workers  tvho  have  given  their  lives  to  industry.  Once, 
however,  it  is  recognized  that  old  age  dependency  is  not  merely  due 
to  individual  improvidence  and  shiftlessiiess  but  is  primarily  a result 
of  present  day  industrial  development — of  the  difficulty  of  finding  a 
job  in  old  age — the  argument  that  if  the  worker  is  paid  a fair  wage, 
he  must  look  out  for  himself,  naturally  will  be  abandoned,  and  the 
responsibility  of  industry  could  hardly  be  denied — even  as  workmens’ 
compensation  laws  have  replaced  the  “fellow  servant”  and  “con- 
tributory negligence”  doctrines. 

D.  Wood,  United  States  Review  and  Insurance  World,  February  20,  1926. 

*In  some  countries  abroad,  the  failure  of  several  private  pension  plans  actually  resulted  in 
the  government  compelling  the  carrying  of  these  annuities  under  its  own  supervision.  A 
beginning  in  this  direction  has  already  been  made  by  a New  York  law  adopted  in  1926 
which  required  the  authorization  of  the  State  Superintendent  of  insurance  in  the  establish- 
ment of  a retirement  system.  The  law  also  requires  that  the  funds  of  such  a system  be 
held  independent  of  those  of  the  employer’s,  that  the  rales  of  contributions  be  fixed  upon 
actuarial  calculations  and  that  adequate  reserves  be  maintained. 
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Is  THE  Employer  Morally  Responsible  fqr  the 
Maintenance  of  his  Supperannuated  Employees? 

Whether  the  employer  is  morally  responsible  for  the  maintenance 
in  old  age  of  his  employees  is  still  a disputed  question  among  tliinkers 
and  students  of  economics.  A great  many  writers  on  the  subject, 
among  them  many  employers  of  labor,  feel  that  industry  is  morally 
obligated  for  the  support  of  those  workers  who  have  spent  their  life- 
time in  theii’  employ  and  that  it  is  not  moral  to  scrap  old  an  in- 
capacitated servants  who  have  no  adequate  means  of  support  in  their 
old  age.  To  quote  one  authority  on  the  subject: 

No  employer  has  a right  to  engage  men  in  an  occupation  that  exhausts  the  in- 
dividual's industrial  life  in  ten,  twenty,  or  forty  years;  and  then  leave  the  remnant 
floating  on  society  at  large  as  a derelict  at  sea.  From  the  standpoint  of  public 
economy,  it  is  argued  that  every  industry  should  be  compelled  to  bear  its  own 
burden  of  waste,  whether  of  material,  machinery  or  human  life ; that  it  is  as  equally 
unjust  and  improvident  for  an  industry  to  turn  adrift  its  worn  out  and  aged  em- 
ployees, to  be  taken  up  and  housed  at  public  expense  in  almshouses,  as  it  is  for  the 
employe  himself  to  stop  work  and  become  a tramp  or  vagrant.” 

It  is  also  argued  that  inasmuch  as  under  existing  conditions  em- 
ployees cannot  be  expected  to  provide  for  their  old  age  from  the  aver- 
age Avages  now  earned,  enqiloyers  are  therefore  in  duty  bound  to 
help  their  superannuated  workers.  Unless  some  such  provision  is 
made,  “the  moral  sense  of  our  time’’  holds  that  the  obligation  of  the 
employer  has  not  been  fully  met.  A recognized  authority  on  labor 
problems  expresses  the  view  that: 

The  large  employer  whose  business  forms  a substantial  portion  of  the  industry 
as  a whole  owes  it  to  the  workers  whom  he  has  drawn  into  the  industry  and  who 
have  dedicated  their  lives  to  it,  that  they  shall  be  taken  care  of  in  their  old  age.^“ 

Others,  though  questioning  the  moral  obligation  of  the  individual 
employer  feel,  nevertheless,  an  ethical  responsibility  upon  employers 
as  a group. 

On  the  other  hand  some  still  believe  that  it  is  the  employer’s  duty 
to  pay  sufficient  Avages  to  enable  all  his  employees  to  save  enough 
money  for  their  OAvn  old  age  rather  than  to  provide  special  funds 
for  this  purpose.  Such  action,  it  is  argued,  makes  for  self-reliance 
and  obviates  all  taint  of  benevolent  paternalism.  This  view  is  best 
stated  by  Prof.  W.  Z.  Ripley  of  Harvard  University  as  follows: 

My  predilections  is  all  for  such  recognition  of  the  workers’  rights  in  adequate 
Avages  as  shall  force  him  to  meet  the  problem  of  old  age  for  himself.  I conceive 
that  the  coddling  process  softens  both  the  fiber  of  the  employee  and  of  the  employer. 
It  tempts  the  employer  to  seek  welfare  as  an  alternative  for  paying  full  measure 

°L.  AV.  Squire,  Old  Age  Dependency  in  the  United  States,  pp.  272-3. 

’“AVm.  M.  Leiserson- — Quoted  by  Luther  Conant — A Critical  Analysis  of  Industrial  Pension 
Systems,  p.  10. 


27 


of  wages,  and  it  leads  the  employee  to  lean  upon  a beneficient  despot  who  shall 
protect  him  against  the  shocks  of  adversity.  Consequently,  I personally  reject  the 
conception  of  moral  obligation,  but  would  substitute  for  it  what  seems  to  me  a 
more  virile  view,  that  wage  relationships  should  be  established  in  the  light  of  mutual 
respect  and  even  apprehension  upon  a level  which  will  permit  the  workers  to  take 
care  of  themselves.” 


Still  others  feel  that  depeiideiicy  in  old  age  is  a community  or 
national  problem  and  is  not  the  obligation  of  the  individual  em- 
ployer. This  view  has  recently  been  expressed  by  Sir  Alfred  Mond 
in  the  British  House  of  Commons  during  the  debates  on  the  1925  Pen- 
sions Act: 

“Why”,  asked  Sir  Alfred,  “should  the  industrial  investor  always  be  singled  out 
as  the  one  person  to  provide  money  for  all  social  service?  Why  should  the  ground 
landlord,  the  investor  in  foreign  securities!  or  in  Government  war  loan,  or  the  man 
who  does  nothing  at  all  to  help  British  industry,  be  left  outside  the  charmed 
circle?  ....  The  landlord,  the  merchant,  the  distributing  trade,  the  retailers,  all 
of  whom  ....  are  about  the  only  prosperous  people  in  the  country  today,  are 

afl'eeted  very  slightly Those  industries  which  are  doing  worst,  like  coal 

mines  ....  hate  an  enormous  burden  placed  on  their  shoulders  in  relation  to  other 
industries  which  employ  less  labour  and  have  higher  profits.  ” 

Regardless  of  these  theoretical  discussions,  it  is  evident  that 
American  employers,  not  unlike  their  brethern  abroad,  are  coming 
to  recognize,  in  increasingly  larger  numbers,  that  whatever  the 
theoretical  merits  of  the  question  may  be,  some  provisions  for  the  old 
age  of  faithful  employees  who  have  given  long  service  mtist  be  made 
as  a matter  of  economic  necessitju  The  special  committee  of  the 
New  York  Merchant’s  Association  states  on  this  point: 

A prevalent  social  theory  which  the  average  employer  accepts  is  that  an  em- 
ployer should  not  use  the  services  of  an  employe  during  the  fruitful  period  of  his 
life  and  then  heartlessly  discard  him  to  the  human  scrap  heap,  where  he  is  de- 
pendent upon  society  if  he  has  not  been  able  to  accumulate  savings  from  his  earn- 
ings to  care  for  himself  and  his  dependents  during  his  old  age.” 


Retirement  Systems  an  Economic  Necessity 

Furthermore,  there  is  an  almost  unanimous  recognition  that  some 
means  of  retirement  of  the  worn-out  and  decrepit  workers  must  be 
worked  out  as  a purely  business  proposition.  Old  and  incapacitated 
workers  kept  on  the  pay  roll  are,  it  is  felt,  not  only  “drags”  them- 
selves, but  their  presence  in  the  plant  undermines  the  wdiole  morale 
of  an  industrial  establishment.  From  an  economic  viewpoint  such  a 
policy  may  avoid  a pension  plan  but  does  not,  as  we  shall  see  later, 
prevent  mounting  “pension”  costs.  To  discard  old  employees  ruth- 


”Ibid,  p.  15. 

“Parliamentary  Debates,  House  of  Commons,  May  19,  1925. 

'“Industrial  Pensions  Report, — The  Merchants  Association  of  New  York,  1920,  p.  13. 
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lessly  without  pensions  or  allowances  in  some  form  has  become  a 
dangerous  course  of  procedure  for  industry  as  a whole  as  well  as 
for  the  individual  concern.  Large  coi'j)orations  and  comi)anies  under 
jniblic  scrutiny  can  ill  afford  to  do  this.  The  necessity  of  a pension 
system  is,  therefore,  acce])ted  as  a matter  of  course  by  many  of  the 
larger  employers.  As  typically  expressed  by  one  employer  of  labor; 
“it  is  a good  business  policy  to  take  cai'e  of  our  aged  workers  because 
it  enchances  the  good  Avill  of  the  entire  Avorking  force”.  The  only 
question  in  the  minds  of  business  men  today,  a Avide-spread  inquiry 
indicates,  is  Avhat  method  of  retirement  Avill  best  meet  the  needs  of 
all  concerned.  It  is  Avith  this  fact  in  vieAv  that  an  analysis  has  been 
made  of  the  present  methods  of  old  age  care  practiced  in  American 
industry  as  Avell  as  an  estimate  of  the  accomplishments  and  limita- 
tions of  these  current  methods.  An  attempt  has  also  been  made  to 
seek  practical  guidance  in  all  these  methods  for  solving  the  problem 
of  old  age  dependency  in  the  future. 


CHAPTER  II 


TYPES  OF  PRIVATE  PENSION  SYSTEMS  IN 
EXISTANCE  TODAY 

The  need  for  some  provisions  for  the  old  age  of  faithful  employees 
is  being  met  by  American  employers  through  a variety  of  pension 
plans.  An  effort  to  classify  these  plans  according  to  the  benefits 
granted  to  the  employees  meets  many  difficulties,  because  the  line 
dividing  them  is  not  well  marked.  But  they  may  be  differentiated 
from  one  another  by  the  degree  in  which  the  payments  are  governed 
by  formal  rules,  by  the  extent  to  which  the  employers’  obligations 
are  definitely  acknowledged,  and,  especially,  by  the  manner  and 
amount  of  the  employees’  participation.  Existing  private  indus- 
trial pension  methods  may  be  grouped  as  follows: 

I  Transfer  and  demotion  without  formal  retirement  in  lieii 
of  pension. 

II  Informal  pension  gratuities. 

III  Formal  discretionary  plans. 

IV  Formal  limited  contractual  systems. 

V  Contributory  plans. 

VI  “Single  premium  deferred  annuity”  plans. 

VII  Modified  “deferred  annuity  premiums”. 

VIII  Employee — managed  pension  funds. 

IX  Miscellaneous  pension  methods. 

I 

Transfer  and  Demotion  In  Lieu  of  Pensions 

Shifting  the  older  workers  to  lighter  tasks  and  continuing  them 
on  the  iiayroll  either  at  their  regular  wages  or  at  reduced  rates 
commensurate  with  the  service  rendered,  is  the  oldesr,  and  in  the 
past,  most  common  metliod  of  taking  care  of  the  aged  employees. 
This  practice,  while  it  may  not  be  descrilied  as  a “pension  plan”, 
is  widely  in  vogue  in  industry  in  lieu  of  pensions.  “Thank  the 
Lord”  writes  the  president  of  a small  middle  western  railroad,  “AVe 
have  no  old  men  needing  assistance,  we  keep  them  employed  in 
some  way”.  “AVe  try  to  maintain  them  in  positions  which  these  men 
can  easily  do”  declares  the  executive  of  a steel  plant.  The  presiden, 
of  another  company  states:  “It  has  been  our  ])olicy  to  give  our 

oldest  employees  some  light  work  as  they  grow  older  and  keep  them 
on  the  job  as  long  as  possible”.  Another  establishment  rei>orts  tha 
“whenever  any  employe  shall  have  become  partially  or  totally  dis- 
abled we  attempt  to  give  to  such  employe  merely  nominal  duties  at 
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a living  wage”.  A well  known  Philadelphia  corporation  declares; 
“As  a rule  we  like  to  keep  onr  old  employees  just  as  long  as  we  can. 
"We  believe  that  an  old  employee  will  not  only  live  longer  and  be 
better  contented  if  he  is  permitted  to  report  to  his  regular  place  and 
render  Avhatever  service  he  can,  but  also  that  his  influence,  ex- 
perience and  good  judgment  are  valuable  assets  to  the  department 
in  which  he  may  be  employed”. 


Advantages  of  the  Plan 

The  case  for  this  last  method  is  clearly  stated  by  the  president  of  i 
a Connecticut  firm  who  declares: 

We  think  that  this  is  a better  method  than  by  making  a definite  pension  arrange- 
ment after  a certain  specified  number  of  years  of  service ; because  there  are  many 
employees  who  hare  been  with  us  who  are  as  good  as  they  were  and  who  would 
consider  it  an  indignity  to  be  retired.  On  the  other  hand,  there  may  be  a number 
whose  term  of  service  has  been  long  but  whose  quality  of  service  has  not  been  such 
as  to  entitle  them  to  very  much  consideration,  or  whose  compensation  during  the 
time  of  their  employment  has  been  more  than  sufficient  to  enable  them  to  take  care 
of  themselves.  Leaving  the  matter,  as  we  do,  to  the  best  judgment  of  the  factory 
m.auagement.  we  think  that  the  results  are  appreciated  and  that  wo  have  a reputa- 
tion for  fair  dealing  which  would  not  be  impi’oved  by  a positive  and  definite  contract. 

Many  employers  take  the  position  that  it  is  better  to  provide 
lighter  tasks  for  their  dependent  employees  than  to  pension  them  out- 
right. It  is  undeniably  true  that  many  aged  employees  feel  happier 
when  they  have  something  to  do  and  are  allowed  to  come  back  to 
the  places  to  which  they  have  been  in  the  habit  of  coming  regularly 
for  many  years.  The  continuity  of  established  habits  and  contacts 
prevents  them  from  brooding  and  makes  them  happier  and  more 
contented.  . On  the  other  hand,  the  employee’s  sense  of  independence 
is  preserved  inasmuch  as  he  makes  at  least  some  return  for  the 
wages  paid  him.  As  expressed  by  one  industrial  leader:  “This 

course  of  graduated  employment  instead  of  a dependent  pension,  to 
die  in  the  harness  of  duty  and  not  to  rust  into  what  they  consider 
to  be  a pauper’s  grave  in  enforced  idleness  is  the  dearest  wish  of  those 
who  have  spent  their  lives  in  productive  industry”. 


Limitations  of  This  Method 

Such  a course  of  procedure  aiming  to  solve  the  problem  of  the  aged 
workers  in  industry  is  in  its  very  nature  limited  to  plants  where  the 
number  of  aged  employees  is  not  excessive.  In  establishments  which 
have  been  in  existence  for  a long  time,  the  number  of  minor  positions 
to  which  older  employees  may  be  transferred  is  not  likely  to  be 
sufficient  to  provide  Jobs  for  all  the  old  workers.  This  method  offers 
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no  opportunities  for  the  elimination  from  the  plant  of  the  employee 
who  has  become  inefficient  through  old  age  which  is  one  of  the  main 
purposes  of  a pension  system.  The  cost  of  such  a j)olicy  may  fre- 
quently be  much  higher  than  a formal  pension  plan.  Such  measures 
take  no  consideration  at  all  of  old  or  incapacitated  employees  who 
cannot  be  transferred  to  lighter  tasks.  At  best,  therefore,  such 
policies  can  be  hardly  more  than  temporai*y  makeshifts.  Tii  effect 
this  method  merely  shifts  the  problem  of  the  old  employe  to  a new 
department  and  postpones  the  ultimate  decision  as  to  his  care. 
Nothing  is  done,  thereby,  to  effectively  eliminate  or  solve  the  prob- 
lem of  the  old  employe  in  industry. 

II 

Informal  Pension  Gr.a,tuities 

Closely  related  to  and  a direct  outgrowth  of  the  former  method  is 
the  informal  gratuitous  pension  plan.  Under  this  course  absolute 
retirement  of  an  aged  employe  is  permitted ; and  pensions,  although 
not  accepted  as  a formal  obligation  by  the  company,  are,  nevertheless, 
granted  to  certain  deserving  employees  after  long  periods  of  service. 
These  are  awarded  entirely  at  the  discretion  of  the  company,  and 
grants  are  generally  made  after  a study  of  all  the  circumstances  of 
the  individual  and  after  consideration  of  all  the  factors  regarding  the 
employees’  previous  earnings,  savings  and  present  state  of  dependency. 
Of  the  1,600  concerns  heard  from  by  our  Commission,  221  reported 
that  they  pay  such  pensions.  “While  having  no  formal  plan”,  states 
an  official  of  a steel  company,  “as  necessitous  cases  come  up  we 
have  been  in  a habit  of  taking  care  of  them  in  accordance  with  what 
we  believe  to  be  verj^  just  rights”.  The  president  of  a textile  con- 
cern reports:  “While  we  have  no  established  pension  system,  yet  we 
are  paying  pensions  to  8 or  10  who  on  account  of  permanent  injuries, 
ill  health  or  old  age  are  unable  to  do  any  kind  of  work.  The  payments 
of  these  pensions  is  optional  with  the  company  and  may  be  suspended 
or  withdrawn  at  any  time  by  the  Board  of  Directors”.  “We  have  no 
pension  fund  in  our  organization”,  writes  the  treasurer  of  a Balti- 
more establishment,  “but  handle  our  old  age  cases  individually.  If 
the  employee  or  family  is  in  need  of  assistance  we  always  provide”. 

A New  England  concern  reports  as  follows: 

We  have  no  absolute  schedule  of  pension  provisions  for  our  emploj-ees.  We 
have,  however,  a committei^  of  our  directors  empowered  to  jirant  pensions  for  an 
indefinite  period  to  aged  employees  who  are  retiring  We  do  not  obligate  ourselves 
to  the  pajunent  of  any  pension  or  the  contiuan.ee  of  .any  pen.sion  but  up  to  the 
present  time  no  pension  .has  been  withheld  during  the  life  of  a pensioner  when  once 
the  pension  has  been  granted.  We  endeavor  to  consider  each  case  that  comes  bi-- 
fore  the  committee  on  its  merits  and  pay  to  employees  who  have  served  us  twenty- 
five  years  or  more  from  $6.00  to  $12.00  per  week  depending  somewhat  on  the  length 
of  service  and  somewhat  on  the  grade  of  mechanic  as  determined  by  his  customary 
pay. 


Anothor  company  declares ; 

We  have  not  provided  a welfare  and  pension  system  for  our  employees.  We 
handle  individual  cases  as  they  arise  and  arc  in  position  to  do  this  inasmuch  as 
our  concern  is  not  unwieldly  as  to  size.  We  feel  that  by  so  doing  we  can  render  a 
greater  service  to  our  employees  than  by  following  an  inflexible  policy. 

This  plan  is  generally  based  upon  the  assumption  that  a pension 
is  a voluntary  gratuity  which  is  not  to  be  recognized  on  general  prin- 
ciples but  it  is  to  be  given  only  in  cases  of  exceptional  service.  It  is 
merely  a i»ersonal  pension  on  the  part  of  the  employer  and  is  not 
unlike  those  which  in  earlier  days  had  been  given  by  kings  and 
sovereigns  to  persons  who  had  distinguished  themselves  in  some  field 
of  endeavor.  The  eni])loyer,  under  this  plan,  reserves  to  himself 
the  full  right  to  determine  who  shall  be  retired,  when  retirement 
shall  become  effective,  the  amount  of  such  a pension  and  when  it 
shall  be  discontinued. 

Advantages  of  the  Informal  Plan 

In  industrial  establishments  of  moderate  size  where  the  individual 
employee  and  his  conditions  are  generally  known  to  the  manage- 
ment, there  is,  from  the  point  of  view  of  the  employer,  a considerable 
advantage  in  this  jdan.  Such  a procedure  makes  it  possible  to  re- 
ward genuine  loyalty  of  service  and  the  pension  grants  can  be  ad- 
justed in  accordance  with  the  real  needs  of  the  individual.  The 
corporation  does  not  assume  any  moral  responsibility  for  the  awards, 
and,  there  being  no  definite  promise  of  a pension,  employees  can 
make  no  demands.  They  are  granted  only  when  the  corporation  can 
afford  it  and  when  the  case  is  especially  meritorious.  Grants  of 
this  sort  do  not  become  matter-of  fact  business  propositions  as  is 
invariably  the  case  under  a regular  formal  plan.  Each  award  re- 
mains a personal  gratuity  the  payment  of  which,  the  recipient  realizes, 
is  prompted  purely  by  philanthropic  sentiment. 

Despite  its  lack  of  formal  rules,  the  advanatages  to  the  corporation 
of  a pension  sjbstem  of  this  nature,  it  is  contended,  are  gained  through 
the  publicity  such  methods  invoke  and  the  commendation  received 
from  some  of  the  pensioners  themselves.  A system  of  this  character 
is  extremely  flexible  and  enables  the  company  to  keep  the  pension  ex- 
penditures down  to  a minimum.  These  awards  not  having  been 
promised  by  the  company,  whatever  grants  are  made  cannot  be  in- 
dicted as  merely  deferred  pay ; the  fact  that  these  annuities  were  not  ' 
expected  makes  for  even  keener  appreciation  and  therefore  greater 
go(»d-wil].  The  lack  of  formal  rules  regarding  pensions  or  awards 
gives  greater  freedom  in  employing  workers  of  advanced  ages  who 
in  {)ractice  are  excluded  from  employment  in  companies  having 
formal  pension  plans.  What  is  essential,  many  employers  of  labor  | 
have  claimed,  is  not  the  jirotection  of  the  “average  worker”,  but  the 
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,djnstniont  of  the  particular  needs  of  a particular  employe  which 
Illy  such  individual  treatment  can  make  possible  and  which  is  more 
ifficult  of  accomplishment  under  a routine  formal  plan. 


Limitations  of  the  Informal  Policy 

By  the  very  nature  of  this  informal  pension  policy  it  can  he 
ffectively  administered  only  in  establishments  of  modest  size  where 
he  relations  between  employer  and  employee  are  still  more  or  less 
n a personal  basis.  The  inequalities  and  injustices  inherent  in 
iicli  plans  when  they  must  be  administered  by  subordinate  officials, 
s is  necessarily  the  case  in  the  larger  concerns,  make  the  grant  of 
uch  rewards  for  “individual  merit”  unwieldy  and  difficult  of  applica- 
ion.  This  course  of  procedure  is,  tJierefor,  impracticable  for  estab- 
ishments  which  have  outgrown  the  personal  stage. 

From  the  point  of  view  of  the  workers,  informal  pension  plans 
re  not  only  most  unsatisfactory  and  the  payments  frequently  utterly 
aadequate  but  they  are  also  morally  repugnant  to  sensitive  wage- 
arners.  The  employee  never  knows  whether  he  will  deserve  such  a 
ension.  The  concern  acknowledges  neither  a legal  nor  a moral  right 
n its  part  to  claim  such  a pension.  Payment  largely  depends  upon 
he  good-will  of  the  management  then  in  charge  and  the  prosperity 
f the  business  at  the  time.  Inasmuch  as  businesses  exist  primarily 
or  the  purposes  of  making  profits,  captains  of  industry  cannot  in- 
ulge  in  charitable  activities  when  they  cannot  afford  them.  Further- 
aore,  before  granting  a pension  the  employer  pries  into  all  the  em- 
iloyee’s  personal  relations,  examines  all  his  possessions.  When 
he  concession  is  given  him,  it  has  all  the  odium  and  stigma  of  charity 
-minus,  probably  the  skilled  delicacy  of  the  professional  social  case 
^'orker.  Because  the  award  is  essentially  an  act  of  philanthropy, 
t is  very  likely  that  the  amount  granted  is  too  small  to  be  of  any 
eal  value  in  securing  independence  for  the  aged  worker.  This  policy 
if  relieving  indigence  in  old  age  is,  therefore,  obnoxious  to  many 
elf-respecting  workman. 

From  a social  point  of  view,  grants  of  this  type  are  most  dangerous 
nasmuch  as  in  their  emphasis  upon  being  rewards  for  “meritorious 
ervice”  they  definitely  tend  to  undermine  the  efforts  of  workers’ 
rganizations.  Pensions  so  granted  are  inevitably  tinged  with 
avoritism  and  give  fruitful  opportunity  for  petty  discrimination. 
?uch  payments  may  be  merely  rewards  for  loyalty  to  the  company 
LS  against  fellow  workers. 

The  committee  of  the  New  York  Merchant’s  Association  states 
he  case  against  the  informal  pension  method  as  follows: 
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There  are  serious  objections  to  the  informal  method  ....  which  gives  such  an 
employee  only  the  hope  that  the  employer  will  have  appreciated  his  services  suffi- 
ciently to  regard  him  to  some  extent 

Undoubtedly,  the  average  employee  prefers  to  retire  under  the  provisions  of  a 
regular  pension  system  rather  than  through  the  munificence  of  the  employer. 
Pension  payments  are  considered  to  be  only  what  is  due  the  employee — a normal 
part  of  his  return  which  he  has  earned  by  faithful  and  long'  service ; informal  pen- 
sions, even  if  operated  with  the  greatest  tact  and  kindliness  on  the  part  of  the 
employer,  savor  much  of  charity  to  the  employee.  Surely,  no  employer  who  so  ap- 
preciates the  value  of  long  and  faithful  service  in  an  employee  that  he  will  make 
a substantial  retirement  gift,  would  knowingly  prefer  to  make  it  under  circum- 
stanced which  are  disagreeable  to  the  recipient. 

Under  an  informal  method,  the  beneficiary  is  by  no  means  certain  of  receiving 
continued  assistance.  The  management  with  which  the  former  employee  has  had 
intimate  association  may  be  superseded  by  persons  who  have  no  special  interest  in 
the  aged  beneficiary. 

In  the  large  industrial  concerns  where  the  management  is  centralized  and  the 
workers  are  numerous  and  spread  through  many  departments  or  plants,  and  where 
close  contact  betw'een  the  management  and  the  men  is  impossible,  the  informal  method 
is  obviously  inadequate.  On  the  one  hand,  it  fails  to  assure  the  employees  that 
all  of  them  will  be  cared  for  as  they  arc  entitled  to  expect ; on  the  other  hand, 
the  work  of  administering  it  is  too  cumbersome.  Furthermore,  the  large  corpor.ation 
finds  that  it  can  conduct  its  affairs  efficiently  and  economically  only  through  uni- 
form methods,  the  cost  of  which  can  he  estimated  in  advance  with  accuracy.  In 
this  respect  the  pension  plan  is  superior  to  the  informal  method.’ 

The  National  Industrial  Conference  Board  also  reaches  similar 
conclusions.  It  says: 

The  charitable  approach  to  the  problem  has  its  definite  limitations  and  drawbacks, 
especially  for  the  large  employer.  Ilesponsible  as  he  is  in  the  first  instance  to  the 
stockholders  of  the  corporation,  he  is  ordinarily  not  free  to  indulge  his  personal 
inclinations  and  sympathies  in  dealing  with  the  needs  of  individual  workers.  All 
his  administrative  acts  must  he  governed  by  strict  business  principles.  His  contact 
with  the  thousands  of  men  and  women  under  his  direction  is  necessarily  remote  and 
impersonal,  while  charity,  to  be  effective,  must  be  essentially  personal.  The  attempt 
to  combine  the  one  with  the  other  may  easily  result  in  favoritism,  arbitrary  dis- 
crimination, and  paternalistic  interference  with  personal  liberty.’ 

Ill 

Formal  Discretionary  Plans 

The  great  majority  of  the  industrial  pension  plans  in  existence 
in  the  United  States  today  are  of  the  formal  discretionary  type.. 
Two  hundred  and  eighty  two  of  the  370  formal  plans  studied  fall  into’ 
this  classification.  The  distinction  between  the  formal  discretionary 
system  and  the  informal  method,  described  above,  is  not  fundamental. 
As  in  the  former  class  the  cost  of  these  pensions  is  not  directly  shared 
by  the  employees,  and  the  employer  retains  complete  discretion  in 


* Industrial  Pensions  Report,  the  Merchants  Association  of  New  York,  pp.  34-35. 

^Industrial  Pensions  in  the  United  States^  National  Industrial  Coufe^eace  Board,-  1925,  p.  4/ 
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regard  to  all  things  pertaining  to  the  workings  of  the  plan  as  well 
as  to  its  continuation.  Employers  in  such  cases  are  no  more  bound 
by  contract  than  when  making  informal  gratuities.  Indeed,  most 
of  the  rules  stipulate  clearly  that  whatever  grants  are  made  are  pure 
gratuities.  The  “purely  voluntary”  character  of  these  plans  is 
emphasized  in  practically  all  the  schemes  examined. 

The  discretionary  feature  of  these  plans  lies  in  the  fact  the  em- 
ployer assumes  no  legal  liability  for  the  continued  payment  of  any 
pension  and  the  company  is  protected  against  all  legal  claims  for  such 
awards.  The  difference  between  the  two  methods  lies  principally  in 
the  fact  that  the  informal  plan  is  entirely  structiireless  and  holds  out 
no  promises  for  the  future  whatsoever.  It  leaves  all  conditions  of  the 
pension  gratuity  to  depend  upon  the  individual  case  and  on  the  whims 
of  a i)articular  management.  In  the  formal  plans,  a definite  struc- 
ture is  provided  and  expectations  are  held  out  to  the  employees  that 
pensions  Avill  be  paid.  As  against  the  informal  and  old  fashioned 
philanthropic  method,  the  formal  discretionary  plan  is  the  tirst  step 
towards  a distinctly  modern  system  of  retirement.  It  marks  the  be- 
ginning of  an  attempt  to  pay  pensions  upon  economic  grounds  rather 
than  upon  the  motives  of  charity. 

Under  these  jilans  the  rules  and  conditions  of  retirement  are  an- 
nounced in  advance.  Pensions  are  promised  after  a certain  age  and 
a given  number  of  years  of  servdee  have  been  attained.  But  the 
management  reserves  the  right  either  to  grant  or  refuse,  reduce  or 
terminate  the  pension  in  individual  cases  or  alter  or  abandon  the 
plan  altogether.  Following  the  enumeration  of  the  conditions  which 
entitle  an  employee  to  the  claim  of  a pension  the  rules  almost  in- 
variably contain  iirovisions  such  as  the  following ; 

All  pensions  herein  provided  for  are  gratuities  and  remain  the  exclusive  property 
of  the  Company  until  actual  payment  thereof  to  the  pensioner. 

The  pension  system  may  be  altered,  suspended  or  entirely  abandoned  at  any  time 
at  the  pleasure  of  the  Company. 

It  is  expressly  understood  that  every  pension  hereunder  will  be  granted  only  in  the 
discretion  of  the  Company,  will  be  continued  only  at  its  pleasure,  and  may  be 
revoked  by  it  at  any  time. 

fn  order  to  ])rotect  themselves  against  future  legal  liabilities  the 
pension  plans  generally  have  a clause  protiding  as  follows: 

“The  pension  plan  is  a purely  voluntary  i)rovision  for  the  benefit 
of  aged  or  disabled  employees  and  does  not  constitute  a contract  or 
confer  any  legal  rights  upon  any  employee”.  Almost  two  out  of  every 
three  pension  plans  have  such  a protective  clause  in  their  pension 
rules. 
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As  a protection  against  the  claims  of  those  who,  although  entitled 
to  such  pensions  by  age  or  length  of  service,  may,  never tlieless,  in 
the  opinion  of  the  company,  not  he  “worthy”  of  siich  awards,  it  is 
specified  in  about  half  the  plans  that ; 

Neither  the  creation  of  this  fund  nor  any  other  provisions  to  be  made  hereafter 
shall  be  construed  as  giving  to  an  officer  or  employee  of  the  company  a right  to  be 
retained  in  the  sen  ice,  or  any  right  or  claim  to  any  pension  allowances;  and  the 
Company  expressly  reserves  the  right  and  privilege  to  discharge  at  any  time  any 
ollicor  or  employee  when  the  interest  of  the  conijiany  in  its  judgment,  may  so 
require,  without  liability  for  any  claim  for  pensions. 

The  receipt  of  a pension  under  these  plans  is  not  only  not  guaran- 
teed to  all  employees  on  reaching  the  age  of  retirement,  hnt  even  in 
the  case  of  employees  already  retired  on  a pension  the  majority  of 
these  plans  provide  also  that  “pensions  may  be  denied  or  suspended 
in  case  of  gross  misconduct  or  any  conduct  which  the  pension  board 
deems  prejudicial  to  the  interests  of  the  company.” 

Further  restrictions  on  the  granting  of  tliese  pensions  are  provided 
(lirough  sucli  clauses  as  these: 

Employees  going  cn  strike  or  ceasing  from  work  when  services  are  required 
forfeit  all  claims  to  pension  benefits. 

No  pensions  shall  be  allowed  or  paid  to  any  employee  who  makes  claim  or  who 
has  made  claim  during  a certain  period  before  retirement  against  the  company  for 
damages  or  accidents. 

The  amount  of  compensation  received  under  law  shall  be  deducted  from  the  an- 
nuity benefit. 

Any  absence  from  service  either  b.y  lea\e  of  absence  or  temporary  lay  off  or  sick- 
ness, if  in  excess  of  a period  ^'arying  from  six  months  to  one  year  constitutes  a 
break  in  the  continuity  of  employment,  and  persons  rc-employed  are  considered  as 
new  employees  in  regard  to  pension  rules. 

The  decisions  of  the  board  shall  be  final  and  conclusive  in  all  questions  relating 
to  term  of  employment  and  rate  of  pay  as  related  to  pensions  and  administration 
of  pension  plan  and  interpretation  of  rules. 

To  provide  further  protection  against  excessive  costs  in  the  future 
it  is  frequently  specified  that : , 

Whenever  it  may  be  found  that  the  basis  made-  for  pensions  shall  create  total 
demands  in  excess  of  the  amount  available  for  pensions,  a new  basis  may  be  adopted, 

1 educing  the  pensions  heretofore  or  thereafter  granted,  so  as  to  bring  the  total  ex- 
lienditures  within  the  limitations  fixed  by  the  committee  on  pensions. 

In  certain  cases  it  is  specified ; 

The  continuance)  of  retirement  allowance  depends  upon  the  earnings  of  the  com- 
pany and  the  allowance  may  at  any  time  be  reduced,  suspended,  or  discontinued  on 
that,  or  any  other  account  at  the  option  of  the  Board  of  Directors. 
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To  make  certain  of  its  discretionary  power  and  to  assure  itself 
against  legal  claims  one  concern  demands  of  every  apj)licant  for  a 
pension  the  signing  of  the  fcdlowing  statement  as  part  of  his  applica- 
tion : 

In  consideration  of  my  application  for  a pension  being  accepted,  I hereby  agree 

with  the  Company  that  said  company  may  reduce  my  pension  allowance 

and  may  revoke  the  same  entirely  and  may  alter  or  abolish  said  pension  system  and 
any  pension  allowance  under  it,  and  may  alter  the  plan  for  its  establishr  vent  and 
operation,  and  may  alter  or  abrogate  any  rule  for  the  establishment,  mai  itenance 
or  regulation  of  said  system,  and  that  said  company  may  exercise  all  the  other 
rights  reserved  to,  or  to  be  asserted  by  it.  All  in  accordance  with  the  provisions 
of  said  plan  of,  and  the  rules  governing,  the  establishment  of  the  Pension  System 
of  said  company.^ 


Advantages  of  the  Formal  Discretionary  Flan 

Tiie  advantages  of  a formal  and  delinite  retirement  plan  in  a busi- 
ness which  has  outgrown  the  close  personal  relationsliip  between  the 
management  and  the  employees,  and  where  a determination  of  the 
merits  of  a case  can  be  obtained  only  by  various  appeals  to  a series  of 
subordinate  officials,  are  self-evident.  Standardized  regulations  and 
established  machinery  of  administration  facilitate  the  decisions  and 
make  for  greater  justice  and  more  equitable  awards.  The  rules  as 
to  the  age  of  retirement,  length  and  continuity  of  service,  pension 
basis,  etc.,  under  such  a jilan  are  simple,  definitely  set  forth  and  well 
understood.  Under  the  formal  plan  employees  accept  the  reward  of 
pensions  in  old  age  as  something  that  had  been  promised  them.  Ap- 
plications for  such  benefits  are  made  in  regular  order  and  on  a pre- 
cribed  form  but  complete  control  of  administration  remains  in  the 
hands  of  the  employer.  This  method  establishes  a regulated  system 
of  retirement  for  veteran  employees,  making  possible  the  elimination 
of  the  outworn  “hands  ’ and  the  promotion  of  younger  and  more 
vigorous  workers.  At  the  same  time  this  system  creates  a favorable 
effect  upon  the  entire  force  by  the  humane  method  of  ti’eatment  of  the 
old  workers. 

Some  employers  of  labor  also  contend  that  the  formal  discretionary 
pension  plan  is  advantageous  because,  in  setting  up  definite  standards, 
it  is  simple  and  easy  of  administration.  While  it  gives  the  employee 
a promise  of  a gratuitous  pension,  the  company  is  still  fully  protected 
against  legal  claims  and  from  contracting  heavy  burdens  in  the 
future.  In  the  event  of  a trade  de])ression  the  employer  is  free  to  dis- 
continue pension  payments  at  will.  As  one  concern  puts  it;  “Our 
pension  plan  is  not  a fixed  proposition  hut  is  a jirovision  made  by  the 
present  management  subject  to  change  without  notice”.  Under  such 
a plan,  it  is  argued,  the  employer  may  derive  all  the  benofits  which 
may  accrue  from  the  expectations  of  a pension  in  old  age.  At  the 


“Cited  by  National  Industrial  Conference  Board  Report,  pp.  51-59. 
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same  time  he  assumes  no  definite  obligations,  as  it  is  specifically 
understood  in  advajiee  tliat  the  plan  may  be  altered  or  abolished 
whenever  the  company  sees  fit  to  do  so. 

Limitations  of  the  Formal  Discretionary  Plan 

Although  the  advantages  of  the  formal  discretionaiy  plan  of  pen- 
sion payments  appear  to  be  substantial  in  theory,  serious  criticisms 
of  the  practical  working  of  this  method  have  been  advanced  by  in- 
vestigators reporting  on  the  actual  application  of  these  schemes. 
Indeed,  the  benefits  derived  from  a plan  so  arbitrarily  used  are 
questioned  by  all  students  of  the  pension  problem  in  industry. 
Boards  of  directors  cannot  expect  to  utilize  their  discretionary  powers 
to  any  great  extent,  it  is  pointed  out,  aud  still  expect  to  achieve  an 
improved  morale  from  the  iiension  system.  The  entire  success  of  this 
method  of  paying  pensions  depends  on  the  degree  to  wliich  the  em- 
ployees have  faith  iii  the  promises  made  by  the  corporation  regarding 
assistance  in  old  age.  Ain^  excessive  use  of  this  discretionary  power 
would  naturally  result  in  making  em])loyees  look  with  suspicion  and 
distnist  upon  such  promises.  Indeed,  the  great  majority  of  corjiora- 
tioiis  have  no  inteiitiou  of  arbitrarily  discontinuing  these  iilans,  but 
make  tlieir  various  reservations  only  for  the  sake  of  not  binding 
future  managements  to  uncertain  future  costs. 

The  industrial  committee  of  the  ISlew  York  Merchant’s  Association 
says  on  this  point ; 


The  (orporation  is  quite  right  in  providing  that  it  reserves  the  right  to  alter  the 
rules,  or  to  free  itself  entirely  from  the  pension  obligation.  It  should  be  possible 
always  to  utilize  experience,  even  to  the  extent  of  abandoning  the  entire  under- 
taking. But  suich  reservations  should  always  be  prospective  only,  they  should  never 
take  effect  retroactively.  To  provide,  as  is  often  done,  that  the  corporation  may  wind 
up  the  pension’  plan  at  any  time  without  fulfilling  the  promises  already  made,  and 
then  to  expect  employees  to  look  foinvard  with  confidence  aud  order  their  lives  upon 
the  strength  of  these  promises,  is  certainly  inconsistent.  When  the  economic  aspect 
of  pensions  is  considered,  siich  retroactive  power  of  revocation  can  hardly  be  con- 
sidered as  moral.* 

The  National  Industrial  Conference  Board  also  concludes  that : 

Once  the  employer  has  committed  himself  to  a formal  plan,  the  logic  of  the  situa- 
tion suggests  gi\  ing  both  definitness  and  binding  force  to  the  promises  and  pro- 
visions it  makes.  Every  employee,  both  young  and  old,  should  be  able  to  grasp  the 
benefits  conferred  by  the  plan  and  the  conditions  to  which  these  are  subject.  In 
order  to  give  the  maximum  effectiveness  to  the  plan  as  a stimulus  to  morale  and  a 
stabilizer  of  the  working  force,  it  should  carry  conviction  to  the  employee^ — the  young 
as  well  as  the  old — that  promises  made  will  be  redeemed.  It  will  carry  this  convic- 
tion to  the  extent  that  the  prospective  benefit  is  both  adequate  and  definite  and  can 
be  counted  on  with  certainty. 


"Industrial  Pensions  Report,  pp.  7-8. 
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T,he  discretionary  features,  now  so  prominent  in  most  pension  plans,  should  be 
retained,  if  at  all,  only  within  narrow  limits.  Either  the  promise  of  a pension 
from  the  employer  involves  an  obligation  upon  him,  or  it  does  not.  If  not,  such 
a promise  may  easily  raise  a doubt  as  to  the  employer’s  sincerity  and  thus  partially 
defeat  its  own  purpose.' 

It  seems  obvious,  therefore,  that  the  employer  defeats  most  of  his 
avowed  purposes  in  relying  too  much  upon  the  discretionary  features 
of  his  pension  plan.  The  great  power  left  in  the  hands  of  the  em- 
ployers, the  employees’  uncertainty  of  ever  receiving  such  a reward, 
or  of  its  continuance  when  granted,  precludes  any  real  hope  on  the 
part  of  the  workers  for  such  “if  and  maybe’’  pensions  in  old  age. 
Luther  Conant  states  that:  “In  effect  such  a system  says  to  the 
worker” : 

If  you  remain  with  this  company  throughout  your  productive  lifetime. 

If  you  do  not  die  before  the  retirement  age. 

If  you  are  not  discharged,  or  laid  off  for  an|  extended  period. 

If  you  are  not  refused  a benefit  as  a matter  of  discipline. 

If  the  company  continues  in  business,  and 

If  the  company  does  not  decide  to  abandon  this  plan,  you  will  receive  a pension 
at  the  age  of  — , subject  to  the  contingency  of  its  discontinuance  or  reduction, 
after  it  has  been  entered  upon”' 

Pensions  as  Deferred  Wages 

Formal  discretionary  pension  systems  are  also  open  to  attack 
from  another  angle — that  of  deferred  pay.  So  long  as  under  the  in- 
formal plan  pensions  are  not  anticipated  and  are  given  simply  as 
gratuities,  the  employer  obviously  has  the  full  right  to  determine 
when  and  under  what  conditions  the  grant  should  be  made.  What- 
ever action  he  takes  may  properly  be  called  “voluntary”  on  his  part. 
But  whenever  a pension  plan  is  made  a formal  and  well  understood 
benefit  accruing  from  employment  by  a certain  company  as  against 
employment  in  other  concerns  without  such  benefits,  it  is  argued 
that  in  the  end  these  pensions  become  merely  deferred  pay.  For  em- 
ployees, especially  the  older  persons,  are,  it  is  stated,  often  willing 
to  accept  a reduced  rate  of  wages  for  the  privileges  they  may  be  ac- 
corded in  old  age.  The  advocates  of  this  theory  contend  that  as  long 
as  pension  systems  are  adopted  by  a certain  number  of  industrial 
establishments  and  not  by  all  corporations,  or  by  an  entire  State, 
the  rate  of  wages  may  be  lowered  in  those  firms  where  such  pension 
expectations  exist  as  compared  with  those  which  offer  no  pensions. 
On  this  aspect  of  the  problem,  the  Illinois  Pension  Laws  Commis 
sion  declared : 

^Industrial  Pensions  In  The  United  States,  p.  128. 

® Conant,  p.  80. 
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Whether  the  contribution  to  a pension  fund  be  taken  wholly  from  the  employe’s 
wages  or  salary,  or  be  paid  wholly  by  the  employer,  or  be  derived  in  part  from 
each,  these  contributions  are  in  all  three  cases  to  be  regarded  as  in  reality  a deduc- 
tion from  wages  or  salary.  It  is  the  opinion  of  students  of  the  pension  problem 
that  the  existence  of  a pension  system  in  connection  with  any  position  of  employ- 
ment is  taken  into  account  by  both  parties  to  the  contract  of  employment,  and 
tliat,  broadly  speaking,  wages  and  salaries  actually  paid  are  in  due  course  re- 
duced below  vchat  they  otherwise  would  by  the  amount  of  the  total  contributions 
from  both  the  employer  and  employee  to  a pension  fund.  The  employee  will  thus 
pay  for  his  pension  by  deductions  from  his  wages  or  salary,  whether  he  is  conscious 
of  it  or  not.’ 

It  may  be  argued  that  this  does  not  hold  true  in  every  instance, 
but  investigations  have  shown  that  it  is  a fact  in  many  cases.  Under 
such  conditions,  therefore,  the  assertion  that  pensions  are  “voluntary 
or  pure  gratuities’’  cannot  be  sustained  and  the  right  of  an  employee 
to  a pension  becomes  as  clear  and  unmistakable  as  his  right  to  re- 
ceive agreed  upon  weekly  wages.  As  pointed  out  by  one  student  of 
the  problem: 

All  experience  shows  that  where  a pension  is  attached  to  a particular  employment 
the  rate  of  wages  in  it  is  greatly  below  what  would  otherwise  have  been  the  market 
rate.* 

Another  authority  on  tJie  pension  question  declares: 

In  order  to  get  a full  understanding  of  old  age  and  service  pensions,  they  should 
be  considered  as  a part  of  the  real  wages  of  a workman.  There  is  a tendency  to 
speak  of  these  Adages  as  being  paid  by  the  company,  or  in  case  where'  the  employee 
fontributes  a portion,  as  being  paid  partly  by  the  employer  and  partly  by  the 
employee.  In  a certain  sense,  of  course,  this  may  be  correct,  but  it  leads  to  con- 
fusion. A pension  system  considered  as  part  of  the  real  wages  of  an  employe  is 
really  paid  by  the  employe,  net  perhaps  in  money,  but  in  the  foregoing  of  an  in- 
crease in  wages  which  he  might  obtain  except  for  the  establishment  of  a pension 
system.® 

If  this  position  is  correct  pensions  are  but  part  of  the  wages  which 
the  employee  should  have  been  paid  through  many  years.  The  denial 
in  these  systems  of  any  contractual  obligation  by  employers  of  labor 
effectively  debilitates,  therefore,  the  efficacy  of  these  plans. 

Even  if  it  should  be  proven  that  the  average  rate  of  wages  in  com- 
petative  industry  is  not  lower  in  corporations  which  have  pension 
systems  than  in  the  neighboring  establishments  which  have  no  such 
plans,  employees  may  still  have  earned  the  total  a'mount  due  in 
pensions  by  more  faithful  application  and  continuity  of  service 
rendered  in  anticipation  of  such  awards.  If  the  cost  of  a pension 
system,  as  is  often  argued,  is  retrieved  by  the  corporation  from  the  in- 
creased efficiency  of  the  plant  as  a result  of  the  inauguration  of  the 
plan,  it  would  seem  again  that  the  employee  has  earned  the  right  to 


’Report  of  Illinois  Pension  La-ws  Commission,  1916,  p.  282. 

*W.  E.  H.  Lecky,  Old  Age  Pensions,  A Collection  of  Short  Papers,  p.  111. 
"Albert  rle  Roode,  Pensions  as  Wages,  American  Economic  Review,  March,  1913. 
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consideration  in  old  age.  From  this  standpoint,  to  deny  the  worker 
these  privileges  is  hut  a subtle  method  of  avoiding  full  compensation 
for  services  rendered.  The  formal  discretionary  plans  represent  in 
practice  no  improvement  over  the  informal  plans  from  the  point  of 
view  of  the  employees.  They  maj-  even  be  more  dangerous  as  the 
expectations  aroused  may  have  actually  caused  many  employees  to 
forfeit  opportunities  for  better  wages.  And,  where  such  i)ension  plans? 
tend  to  reduce  the  current  rate  of  wages,  the  discretionary  power 
generally  left  in  the  hands  of  the  employer  is  extremely  harmful 
socially. 

To  sum  up  in  the  words  of  Luther  Conant: 

The  conclusion  seems  forced,  therefore,  that  even  though  a pension  system  be 
financed  wholly  by  the  emiiloyer,  the  worker  has  rights  under  it  which  cannot  be 
denied.  This,  in  turn,  leads  to  the  conclusion  that  systems  of  the  '‘discretionary  ' 
type  cannot  be  justified  or.  at  least,  that  they  do  not  make  a reasonable  approach 

to  a practically  attainable  ideal In  view  of  the  numerous  objections  to  such 

systems,  and  particularly  their  failure  to  place  the  pension  benefit  on  a definite 
contractual  basis,  their  ready  liability  to  abuse,  their  inadequacy  as  a means  of 
meeting  the  superannuation  problem,  their  great  danger  of  financial  shipwreck,  it  is 
clearly  incumbent  upon  an  employer  about  to  inaugurate  a rctironent  system  to 
endeavor  in  every  practical  way  to  devise  some  method  which  -nili  more  nearly  ap- 
proach an  ideal  plan."* 

IV 

Formal  Limited  Contractual  Plans 

From  the  viewpoint  of  the  employees  now  in  the  service  there  is 
practically  no  distinction  between  the  limited  contractual  pension 
plan  and  the  purely  discretionary  system.  The  difference  between  the 
two  consists  in  the  fact  that  under  the  purely  discretionary  plan, 
the  employer  assumes  no  legal  or  moral  obligations  of  any  kind  for 
the  future  payment  of  such  pensions,^^  but  under  the  limited  con- 
tractual type  the  emplojTr  relinquishes  the  right  to  abandon  the 
pension  allowance  in  at  least  those  cases  where  pensions  have  actually 
been  granted.  The  right  to  modify  or  abandon  the  plan  is  retained. 
It  is  provided  in  tliese  systems  that  “a  pension  once  granted  will  be 
continued  for  the  life  of  the  annuitant”.  In  all  other  respects  these 
‘‘limited  contractual”  plans  are  practically  identical  with  the  “purely 
discretionary”  forms. 

It  is  significant  that  even  such  limited  liabilities  are  rare  in 
American  pension  systems.  Of  the  approximately  300  formal  non- 
contributory pension  plans  studied  in  this  report,  only  43  obligate 
themselves  to  continue  such  awards.  Qualifying  further  these  “con- 
tractual” obligations  are  generally  such  provisions  as;  “Employers 
reserve  the  right  to  discontinue  a pension  in  case  of  gross  misconduct” 
or  “in  case  of  acts  prejudicial  to  the  interests  of  the  Company”.  Tlie 

''’Conant,  pp.  82-83-84-85. 

’’Onlv  one  concern  was  found  to  declare  that  its  pensions  are  granted  “not  as  a charity  but 
as  a legal  and  moral  right  earned  by  the  beneficiary  through  continuity  of  service.’* 
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power  to  define  these  “acts”  is  left  in  the  hands  of  the  Board  of 
Directors  Avhose  decisions  are  “final  and  conclusive”. 

The  frailty  of  even  these  “contractual”  obligations  is  evidenced  by 
the  fact  that  only  one  company  Avas  found  to  specify  that  an  employee 
“who  becomes  eligible  to  a pension  shall  not  be  deprived  of  such 
eligibility  no  matter  Avliat  such  employee  may  thereafter  do  or  whether 
retained  or  dismissed”.  Three  of  the  more  recent  plans  “guarantee 
that  annuities  once  granted  Avill  be  continued,  except  that  the  com- 
pany may  be  released  of  liability  by  transferring  funds  at  least  equal 
in  value  to  pensions  aAvarded  as  determined  by  the  state  actuary  or 
insurance  officials  to  a trustee,  or  by  purchasing  annuities  for  the 
amounts  equal  to  pensions  from  an  insurance  company”.  Only  two 
other  corporations  Avere  found  to  stipulate  that  “the  obligation  of 
the  company  to  pay  pensions  to  employees  who  fulfilled  the  condi- 
tions is  a liability  enforcable  at  law.” 


Advantages  of  the  Limited  Contractual  Plan 

The  limited  contractual  pension  plans  are  sometimes  pointed  out 
as  representing  a step  in  advance  over  the  purely  discretionary  types. 
Theoretically,  under  this  system  those  Avho  have  been  placed  on  the 
pension  roll  have  been  given  a vested  right  to  these  annuities.  What- 
ever might  befall  the  pension  fund  this  contract  assumes  that  those 
already  on  the  pension  roll  have  a preferred  claim  and  will  continue 
to  receive  their  pension  grants.  Whatever  the  objections  to  pen- 
sions as  deferred  pay,  they  are  at  any  rate  fairly  certain  to  be  paid 
regularly,  it  is  argued,  once  an  employee  has  been  retired. 


Limitations  of  this  Plan 

The  large  majority  of  the  limited  contractual  plans  in  practice 
today  are  a little  better  than  the  purely  discretionary  plans.  For 
such  plans  to  be  truly  contractual  they  not  only  must  recognize  the 
legal  and  moral  obligations  to  meet  assumed  liabilities  to  pay  pen- 
sions, but  sufficient  and  adequate  funds  must  be  set  aside  which 
Avill,  in  fact,  make  it  possible  to  meet  all  future  payments  regard- 
less of  the  vicissitudes  of  the  particular  business  or  the  changes  in 
its  management.  Otherwise  annuities  must  be  purchased  with  some 
reliable  insurance  company  Avhich  would  guarantee  the  payments 
of  these  pensions  if  the  company  is  to  fulfill  its  obligation.  It  is 
obvious  that  unless  such  enforcable  guarantees  are  provided,  the 
employee  can  hardly  be  expected  to  look  Avith  any  degree  of  confidence 
upon  promises  which  either  changes  in  management  or  in  the  pros- 
perity of  the  business  may  render  null  and  void.  Most  of  the  systems 
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in  this  category,  as  constituted  today,  merely  recognize  a moral 
obligation  to  pay  pensions  but  provide  nothing  for  the  fulfillment 
of  the  financial  burden  thus  undertaken.  As  shown  above,  only  6 
of  the  43  such  plans  studied  in  any  way  provide  for  legal  safe- 
guards and  but  few  establish  adequate  financial  guarantees  such  as 
would  be  required,  for  instance,  in  case  of  commercial  promisory 
notes. 

Financial  Kesponsibility  For  Pension  Payments  Not 
On  Actuarial  Bases 

It  must  be  emphasized  in  this  connection  that  actuarial,  or 
scientific,  calculations  of  pension  funds  have,  until  recently,  been 
entirely  unknown  in  the  United  States.  The  number  of  companies 
that  even  today  make  provisions  such  as  in.surance  companies  must 
adopt  under  the  laws  is  negligible.  Of  the  370  systems  studied  not 
a dozen  lay  claim  to  any  scientific  or  sound  funding  of  their  pension 
plans.  The  findings  of  the  Commission  on  this  point  are  supported 
by  another  recent  writer  on  the  problem  who  declares  that: 

Of  more  than  300  establishments  recently  questioned,  less  than  twenty  claim  to 
be  operating  on  an  actuarial  basis  aud  only  seven  were  found  to  have  set  apart  any 
funds  with  which  to  meet  these  constantly  increasing  obligations  and  only  three  of 
the  seven  are  known  to  have  established  their  funds  in  accordance  with  actuarial 
data  and  practices.” 

Not  only  is  there  little  attempt  made  to  fund  the  future  liabilities 
of  these  formal,  limited  contractual  plans  but  even  where  such  funds 
have  been  established  the  liabilities  have  been  arbitrarily  estimated 
and  with  no  understanding  of  the  actuarial  needs  of  the  fund.  The 
contractual  obligations  of  those  companies  having  special  pension 
funds  are  effectively  limited  by  stipulations  that  the  pensioner  shall 
have  no  claim  against  the  company  itself,  or  by  limiting  this  claim 
to  a specified  amount.  Where  funds  are  thus  established  with  definite 
and  arbitrary  limitations  the  effect  naturally  is  to  automatically  re- 
duce the  pension  grants  when  the  total  pension  liabilities  exceed 
the  limit  of  the  fund.  Generally,  such  companies  stipulate  that  a 
pro-rata  reduction  be  made  in  the  annuity  allowance  in  case  the 
pension  costs  are  in  excess  of  the  available  pension  sum. 

The  Failure  of  The  Pension  Fund  of  Morris  & Company 

The  recent  failure  of  the  pension  fund  of  Morris  & Company 
illustrates  the  precariousness  of  these  so-called  contractual  plans. 
This  well  known  packing  firm  had  in  1909  established  a separate 

D.  Wood,  Industrial  Pension  Plans,  United  States  Review,  Feb.  20,  1926. 
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pension  fund  on  the  basis  of  contributions  from  employees  and  the 
company.  The  contributions  of  the  employees  which  amounted  to 
3 per  cent  of  their  salaries  and  wages  were  deducted  from  their  pay, 
while  the  company  contributed  .§2.5,000  a year  and  set  its  maximum 
liability  to  the  fund  to  the  sum  of  §500,000.  When  Armour  and  Com- 
pany merged  with  Morris  cS:  Company,  the  liabilities  of  the  Morris 
and  Company  pension  fund  to  the  then  approximately  GOO  retired 
pensioners  alone  had  grown  to  an  aggreate  of  over  §7,000,000.  This 
sum,  actuaries  estimated,  would  be  necessary  if  the  pensioners,  of 
the  company  were  to  be  paid  tlie  promised  annuities  till  the  end  of 
their  days.  Armour  and  Company  refused  to  assume  this  responsi- 
bility and  the  Morris  & Company  employees  were  left  “high  and  dry.” 
The  voluntary  contribution  by  a member  of  the  Morris  family  of 
half  a million  dollars  only  postponed,  by  fourteen  months,  the  evil 
day  when  all  payments  ceased ; and  the  status  of  the  old  workers, 
many  of  whom  were  wholly  dependent  ujton  the  pension,  remained 
jiist  as  liopeless. 

Some  of  the  old  employees  took  the  case  to  the  Circuit  Courts  of 
the  State  of  Illinois  and  demanded  that  a sufficient  trust  fund  to 
meet  the  needs  be  set  aside  from  the  assets  of  Morris  and  Company. 
But  the  pension  rules  of  Morris  and  Company  provided  that  “no  pen- 
sioners . . . shall  be  entitled  to  have  any  part  of  the  capitol  or  in- 
come of  the  company  set  aside  to  provide  for  the  same.  All  moneys 
shall  be  paid  out  of  the  Pension  Fund”.  In  deciding  against  the 
claims  of  the  retired  employees,  the  court  in  effect  ruled  that  in  view 
of  the  expressed  provisions  of  the  pension  fund,  there  was  no 
evidence  of  conspiracy  on  the  part  of  the  Company  and  that  the 
pension  plan  created  no  contractual  liability  on  the  part  of  Morris 
and  Company.^® 

The  inherent  difficulties  involved  in  these  ]ilans  and  the  disastrous 
effect  which  the  failure  of  the  Morris  & Company  pension  plan  is 
having  upon  a number  of  similar  systems  is  illustrated  by  a letter 
from  a concern  which  was  finally  forced  to  abolish  its  contributory 
plan  altogether.  The  reasons  stated  by  this  company  are  as  follows: 

We  started  oiir  pension  plan  some  tliree  or  four  years  ago  when  general  busi- 
ness was  very  prosperous.  At  that  time,  we  knew  that  the  reserve  fund  was  not 
sufficiently  large  to  take  care  of  the  old  employees  who  had  been  with  us  a great 
many  years,  and  who  would  retire  shortly,  without  having  contributed  any  substan- 
tial amount  to  the  fund.  (Incidentally,  the  employees  paid  3 per  cent  a year  of  their 
annual  salary  and  the  company  was  to  make  such  contributions  as  it  was  able  to.) 

At  the  start,  and  shortly  after  the  Company  made  several  contributions  to  the 
fund,  and  had  hoped  to  continue  doing  so  until  the  fund  was  on  a firm  foundation, 
the  deflation  period  came  along,  and  we  found  it  was  not  possible  for  us  to  do  this. 
Messrs.  Morris  & Company  had,  in  the  meanwhile,  been  purchased  by  Messrs. 
Armour  and  Company,  and  you  are  familiar  with  what  happened  to  the  Pension 
Fund  of  the  former.  We  had  actuaries  gc  over  our  situation,  and  while  the  fund 


Cowles  V.  Morris  and  Company  (Circuit  Court,  Cook  County,  Illinois,  March  21,  1925.) 
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was  large  enough  to  have  run  along  about  ten  or  fifteen  years  without  any  further 
contributions  from  the  (Company,  we  thought  this  was  not  fair  to  the  employees. 
In  other  words,  if  a man  or  w'oman  wms  looking  forward  to,  and  dependent  upon 
the  pension  to  take  care  of  them  in  their  old  age,  we  felt  it  would  be  a tragedy  to 
be  obliged  to  tell  them  at  that  time  that  the  fund  was  depleted. 

In  view  ot  tne  above,  vve,  therefore,  placed  the  facts  before  them,  and  it  was 
decided  to  discontinue  the  fund.* 

Unguaranteed  Pension  Plans  Worthless 

In  fact  even  the  recent  plans  carefully  protect  themselves  against 
conferring  any  contractual  claim  against  the  company  on  the  part 
of  the  pensioner.  From  the  standpoint  of  the  private  employer  such 
restrictions  and  safe  guards  seem  justifiable  in  view  of  the  uncer- 
tainty of  business.  Most  managements  are  unwilling,  and,  doubt- 
less, unable  to  commit  themselves  or  their  successors  to  future 
obligations,  the  approximate  amount  of  which  they  are  unable  to 
forecast.  From  the  point  of  view  of  the  employee,  however,  unless 
such  liability  is  guaranteed  and  is  protected  from  the  fluctuations 
of  business  conditions,  the  limited  contractual  plan  is  open  to  the 
same  objections  that  apply  to  the  purely  discretionary  type.  Further- 
more, it  is  at  best  but  a tontine  system  of  insurance  inasmuch  as  the 
guarantee  is  never  extended  to  the  great  mass  of  workers  who,  though 
they  may  have  spent  the  longest  part  of  their  lives  with  one  com- 
pany, do  not  remain  until  the  retirement  age.  The  entire  plan  is 
thus  put  upon  the  basis  of  “many  losers  and  a few  winners,”  which 
principle  has  long  been  condemned. 

It  is  often  stated  that  most  of  the  great  corporations  will  pay 
pensions  regularly  if  they  have  promised  them.  These  semi-public 
institutions  which  are  more  and  more  coming  to  depend  for  their 
success  upon  the  popular  good  will,  will  do  their  utmost,  it  is  pointed 
out,  to  avoid  the  obloquy  of  the  voluntary  abandonment  of  their 
pension  plans.  But  fear  of  such  public  reprobation  alone  is  not  a 
sufficient  guarantee  for  the  worker  to  base  his  hopes  upon.  A pen- 
sion fund  without  some  well  understood,  formal  legal  guarantee,  and 
without  an  actuarially  sound  method  of  financing  assuring  its  own 
continuance,  is  at  best  merely  a hope  and  an  aspiration.  Only  a 
legally  enforcable  claim  combined  with  a trust  fund  safely  invested 
with  an  insurance  company,  or  some  other  publicly  regulated  finan- 
cial institution,  can  actually  give  the  worker  the  security  in  old  age 
which  the  employer  would  demand  for  himself.  As  pension  plans 
are  constituted  today,  without  actuarial  calculations  and  no  legal 
guarantees,  their  contractual  provi.sions,  even  if  entered  into  in  the 
best  of  faith,  are  meaningless.  As  stated  by  one  expert  in  a recent 
article: 


*Since  writing  this,  Wilson  and  Co.  also  discontimied  their  contributory  pension  plan. 
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Lack  of  any  systematic  financial  provision,  together  with  rapidly  mounting  coats 
for  -pensions  in  relation  to  payrolls  of  companies  where  they  formerly  were  in  an 
almost  negligible  ratio  to  the  total  wage  bill,  coupled  with  the  discovery  that  vastly 
greater  and  entirely  unexpected  burdens  lie  ahead,  have  forced  critical  reconsideration 
of  pension  plans  even  among  some  of  the  largest  of  the  country’s  industrial  organi- 
zations and  railway  systems.  It  is  definitely  recognized  that  abandonment  may  be 
necessary,  no  matter  how  much  the  supporting  corporations  may  wish  to  cleave 
to  their  moral  obligations,  or  how  disastrous  the  effect  may  be  on  their  relations 
with  their  employees.*'' 

V 

Contributory  Pension  Plans 

Contributory  pension  funds  are  chiefly  distinguished  from  non- 
contributory plans  only  in  the  distribution  of  the  cost  involved  be- 
iween  the  employer  and  employee.  In  the  non-contributory  plans  the 
employees  never  share  the  cost  of  these  pensions,  or  share  them  only 
indirectly.  A contributory  plan  means  that  the  funds  from  which 
the  pensions  are  met  are  made  up  of  regular  and  periodic  contribu- 
tions from  both  the  employer  and  employees.  Most  of  the  public  and 
]irivate  pension  plans  abroad  are  of  this  character,^®  but  the  number 
of  such  contributory  systems  in  tliis  cotintry  are  few.  These  are 
largely  confined  to  financial  institutions,  organizations  employing 
professional  workers,  the  public  services,  and  are  prevalent  in  the 
]>acking  industry.  Of  361  formal  pension  systems  reporting  on  this 
point,  only  28  have  acce})ted  the  compulsory-contributory  principle 
as  their  basis.  About  ten  more  of  the  newer  systems  make  possible 
increased  annuities  by  voLuntai’y  contributions  from  employees. 
While  it  is  often  claimed  that  the  principle  of  joint  contributions  is 
becoming  more  common  in  industrial  pensions,  the  movement  cannot 
yet  be  called  a definite  trend.  Of  98  plans  adopted  since  1920,  only 
5 have  put  into  effect  the  compulsory  contributory  principle.  In  the 
pension  plans  now  sponsored  by  the  insurance  companies  contribu- 
tions from  em]»loyees  are  generally  left  to  their  option. 

Contributory  pension  plans  differ  basically  from  the  non-contribu- 
tory plans.  The  latter  are  jmimarily  pliilanthropic  in  motive  and  aim 
to  reward  individuals  for  loyalty  and  efficiency.  It  is  hoped  in  this 
way  to  stimulate  better  conduct  on  the  part  of  the  employees  by  hold- 
ing out  the  prospect  of  a gratuity  in  the  future.  In  a contributory 
plan,  however,  the  aim  is  rather  to  recognize  the  right  of  the  em- 
ployees to  retirement  benefits  and  to  encourage  the  beneficiaries  to 
save  for  their  old  age  as  well  as  their  participation  in  the  manage- 
ment of  the  fund.  In  case  of  dismissal  or  resignation  before  retire- 
ment, or  in  case  of  liquidation  of  the  fund,  provisions  are  generally 
made  not  only  for  the  return  of  the  amounts  contributed,  but  in  most 

"Gurden  Edwards.  Industrial  Pension  Plans  Collapsing,  The  Annalist,  Nov.  20,  1925. 

’'The  lollwing  countries  abroad  have  established  contributory  old  age  pension  plans:  Argen- 
tina, Austria,  Belgium,  Bulgaria,  Chile,  Czechoslovakia,  France,  Germany,  Great  Britain, 
Greece,  Iceland,  Italy,  Luxemburg,  Netherlands,  Portugal,  Roumania,  Russia,  Serb-Croat-Slovene 
Kingdom,  Spain,  Swrfen,  Switzerland  and  Uruguay. 
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cases  also  for  a withdrawal  equity  of  some  sort  in  addition.  In  a 
few  instances  a small  death  benefit  is  also  provided. 

Advantages  of  the  Contributory  Principle 

The  advantages  of  this  system  over  the  non-contributory  plan  may 
be  summed  up  as  follows : 

(1)  A contributory  pension  system  represents  a genuine  partner- 
ship of  employees  and  employers  and  is  less  subject  to  charges  of 
paternalism. 

(2)  The  employees’  contributions  help  to  defray  the  expenses  in- 
volved and  relieve  the  employer  from  carrying  the  entire  burden. 

(3)  Such  a plan  can  meet  the  hopes  of  employees  and  employers 
more  adequately  than  any  other  system.  Under  it,  effective  provision 
for  the  workers  against  old  age  can  be  afforded ; at  the  same  time  it 
gives  the  employer  a humane  method  of  eliminating  the  inefficient 
worker. 

(4)  A contributory  plan  enables  the  company  to  secure  a greater 
interest  on  the  part  of  the  employees  themselves  in  the  pension  fund. 

(5)  This  method  facilitates  the  establishment  of  a financially  sound 
system  since  it  does  not  have  to  depend  entirely  upon  the  solvency  or 
permanency  of  the  business,  even  though  all  corporations  reserve  the 
right  to  terminate  their  own  contributions  at  any  time  in  the  future. 

(6)  It  encourages  self-dependence  among  the  employees  by  re- 
quiring their  participation  in  the  cost  of  protection  for  themselves 
and  by  placing  upon  them  a part  of  the  responsibility  for  their  own 
future  support. 

(7)  It  encourages  systematic  saving,  even  though  this  may  not 
always  be  voluntary,  and  as  such  stimulates  thrift. 

(8)  A contributory  plan  can  have  less  effect  upon  lowering  the 
standard  of  wages  paid,  as  the  employee  knows  what  he  pays  and  pen- 
sion grants  under  such  systems  can  not  as  readily  become  mere 
“deferred  pay.” 

(9)  It  is  even  argued  that  such  plans  ultimately  tend  to  raise 
the  level  of  wages  because  workers  making  regular  contributions 
from  their  wages  would  naturally  endeavor  to  secure  a higher  rate 
of  pay  iu  order  to  offset  these  deductions. 

(10)  The  principle  of  contributions  is  in  line  with  present  day 
tendencies  towards  increasing  individual  responsibilities  and  to  get 
away  from  the  traditional  charitable  character  of  the  other  systems. 
It  is  now  the  accepted  and  successful  principle  in  most  public 
service  funds  and  in  European  State  pension  systems. 

“A  contributory  plan,”  declares  one  writer,  ‘‘has  all  advantages  that  art  lacking 
in  straight  pension  systems It  encourages  thrift;  it  insures  ultimate  payment 
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of  obligations  by  contracts  ; it  affords  protection  to  the  employee  and  bis  family  ; it 
provides  a pension  which  the  employee  can  feel  is  not  only  earned  by  long  service 
but  is  his  own  by  purchase ; and,  finally  it  brings  the  employer  and  employee  into 
mutual  relations  and  gives  each  a more  personal  interest  and  confidence  in  the 
other.*® 

The  committee  of  the  New  York  Merchant’s  Association  supports 
this  view : 

“In  theory,”  it  says,  “contributory  systems  are  logical.  Every  man  owes  it  to 
himself,  and  to  the  public  to  provide  to  the  extent  of  his  ability  for  old  age.  On 
the  other  hand,  it  is  a reasonable  philosophy  that  industry  should  care  for  its  human 
wastes  and  that  the  employer  should  not  use  the  worker  during  the  fruitful  years 
of  his  life  and  then  discard  him  to  a dependent  old  age.  It  is  also  becoming 
recognized  that  the  employer  should  pay  a wage  sufficient  for  the  employee  to  main- 
tain a standard  of  living  in  conformance  with  American  ideals  and  to  provide  for 
old  age ; or  in  other  words,  suflicient  to  enable  the  employee  to  contribute  to  the 
old  age  pension.  On  the  other  hand,  if  the  employee  is  unwilling  to  provide  for  old 
age,  thrre  should  not  be  placed  on  the  employer  the  sole  obligation  of  caring  for 
bim  after  superannuation.*’ 

There  is  evidence  that  employees  generally  prefer  a pension  system 
which  makes  it  possible  for  them  to  contribute  to  its  cost.  James  E. 
Kavaimgh,  Vice-President  of  the  Metropolitan  Life  Insurance  Com- 
pany, in  the  already  referred  to  speech  before  the  United  States 
Chamber  of  Commerce,  told  of  a recent  meeting  of  railroad  employees 
who  requested  the  company  they  worked  for  to  establish  a contribu- 
tory pension  plan: 

“Now  that  railroad,”  Mr.  Kavanagh  said,  “was  one  of  those  which  has  for  many 
years  been  operating  a pension  plan  of  its  own — a pension  plan  just  and  seemingly 
satisfactory.  Why  did  the  men  want  a contributory  plan,  one  which  they  would  help 
to  pay  for? 

First  of  all,  they  wanted  a pension  plan  which  they  could  depend  upon.  They 
wanted  to  know  that  when  they  had  worked  for  a certain  number  of  years  they 
could  definitely  and  absolutely  count  on  the  receipt  of  a certain  income  with  no 
“by  your  leave”  to  a board  of  directors  or  anybody  else.  They  had  no  lack  of  con- 
fidence in  the  management  of  the  railroad  ';  but  they  had  no  assurance  whatever  as  to 
what  the  management  might  be  thirty  years  hence.  Modern  industry  is  so  inter- 
dependent, so  complex,  that,  through  no  fault  whatever  of  his  own,  a man  may  any 
day  find  himself  out  of  a job  and  hence  with  no  claim,  either  legal  or  moral,  to  n 
long  service  pension.  The  wage-earner  recognizes  these  facts.  So  one  reason  these 
men  wanted  contributory  pjension  v.ms  the  reason  of  certainty. 

Another  reason  was  independence.  The  wage-earner  doesn’t  want  charity. 

It  is  worth  while  to  think  seriously  about  contributory  plans  even  if  only  because 
the  employees  seem  to  want  them.  Beycnd  this  there  is  the  great  value  of  co- 
operation, especially  financial  cooperation,  between  employer  and  employee  in  the 
attainment  of  any  definite  object.  There  is  every  indication  that  the  pension  problem 


'“The  Carnegie  Foundation  for  the  Advancement  of  teaching;  Eleventh  Annual  report  of 
President,  pp.  118-19. 

**Industrial  Pensions  Report,  p.  14. 
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in  its  eventual  solution  be  dealt  with  by  the  Joint  conti-ibutiou  of  employer  and 
smployeo 

One  question  raised  by  many  executives  is : Are  American  workingmen  willing, 
2specially  at  the  younger  ages  vheii  the  pension  is  far  away,  to  contribute  to  the 
mst  of  the  retirement  plan?  In  these  matters  theory  and  opinion  are  of  small 
ralue  when  weighed  against  experience.  I can  only  say  that  the  contributory  pen- 
sion plans  which  have  already  been  launched  in  this  country  have  been  not  only 
iccepted  by  the  wage-earner,  but  in  many  cases  with  extraordinary  enthusiasm  and 
unanimity.  In  England,  where  the  experience  is  very  much  more  extensive  than  in 
;his  country,  contributory  plans  are  becoming  almost  the  rule  and  their  success 
ispecially  in  membership  has  been  extraordinary.  Indeed,  I have  yet  to  hear  of  a 
angle  contributory  pension  plan  which  has  lacked  the  support  of  wage-earners. 

Mr.  Kavanagh’s  pronouncement  is,  indeed,  borne  out  by  the  fact 
that  in  the  recently  adopted  deferred  annuity  plans  which  permit 
i^oluntary  contributions  on  the  part  of  employees,  the  great  majority 
M employees  have  taken  oxit  the  additional  insurance.  One  company 
states  that  out  of  1909  eligible  employees,  1G95,  or  89  per  cent,  volun- 
tarily became  members  of  the  fund. 

The  National  Industrial  Conference  Board  declares  on  this  point; 

Ebeperienee  with  industrial  pensions  is  not  conclusive  either  for  or  against  the 
rontributory  principle  of  financing  them.  Recent'  lendencies,  however,  are  distinctly 
In  the  direction  of  sharing  the  cost  burden  with  the  employees  on  an  equitable 
jasis.  This  is  desirable  for  two  reasons ; it  makes  possible  more  adequate  benefits 
without  increasing  the  employer’s  financial  burden  : and  it  favors  the  application  of 
die  contractual  principle  to  the  plan  in  whole  or  in  part.'®. 

Limitations  of  the  Plan 

From  the  point  of  view  of  the  employer  the  contributory  system  is 
not  without  some  disadvantages.  These  draw  backs  are  summarized 
as  follows: 

(1)  Under  such  a plan  the  employer  cannot  make  awards  for 
especially  meritorious  service.  To  be  successful,  such  a plan  must 
involve  contractual  clauses,  must  be  made  compulsory  and  apply  to 
all  employees.  Voluntary  contributions  liave  proven  a failure  evei*y- 
where  because  the  veiy  men  and  women  who  are  most  in  need  of 
protection  fail  to  contribute,  leaving  the  entire  problem  of  super- 
annuation unsolved. 

(2)  As  a sequence  to  the  above  the  emi)loyer  cannot  lioiie  to 
achieve  the  same  degree  of  increased  loyalty  and  efficiency  which 
supposedly  accrues  under  the  plans  where  the  employer  bears  the 
?ntire  cost. 

(3)  It  is  argued  that  the  employer’s  flnancial  burden  may  not  at 
all  be  relieved  by  contributions  from  employees,  since  the  latter,  in 


‘“Industrial  Pensions  in  the  United  States,  p.  129. 
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view  of  their  coutributions,  may  demand  more  liberal  pensions  than 
those  the  company  would  otherwise  have  proivded. 

(4)  The  employer  must  grant  some  share  in  the  management  of 
the  fund  to  his  employees  and  cannot  have  sole  control  of  its  opera- 
tion and  administi’ation. 

(5)  Where  the  labor-turnover  is  large  and  many  women  employed, 
the  administration  of  the  system  becomes  exceediugly  difficult.  This 
draw-back  is  also  encountered  in  the  case  of  seasonal  industries,  or  in 
industries  which  cannot  maintain  their  forces  all  through  the  year. 

(6)  Contributory  plans  are  not  easily  adapted  to  employees  of 
low  grade  intelligence  or  whose  wages  are  on  a low  level. 

(7)  In  some  states  the  laws  do  not  permit  of  enforced  deductions 
from  the  employee’s  wages  for  such  purposes. 

(8)  The  employer  must  assume  greater  and  more  definite  obliga- 
tions for  the  future.  Once  the  employees  have  made  some  payments, 
the  employer  is  no  longer  dealing  with  his  own  money  and  must  sur- 
render his  privilege  of  paying  or  withholding  pensions  at  will.  If  he 
is  at  all  responsible  and  cautious,  the  employer  must  either  reinsure 
the  pension  or  maintain  an  adequate  reserve  for  future  liabilities. 
The  need  for  this  has  been  emphasized  since  the  failure  of  the  con- 
tributory plan  of  Morris  and  Company  discussed  in  the  preceding 
pages. 

(9)  Individual  employees  may  be  more  responsive  to  contributoi’y 
I>lans  than  to  non-coiitributor'y  pension  plans,  but  organized  workers 
object  to  their  old  age  pension  funds  being  tied  up  with  the  company 
for  which  they  work.  Independent  workers  are  not  keen  about  link- 
ing up  their  old  age  support  with  their  employers.  They  would  much 
prefer  to  secure  such  protection  either  in  connection  with  their  own 
organizations,  or  through  independent  associations  such  as  an  in- 
surance company  or  the  State. 

Theoretically,  the  advantages  of  the  contributory  plan  would  seem 
by  far  to  outweigh  the  disadvantages.  In  practice,  however,  the  con- 
tributory pension  plans,  as  they  exist  today,  can  hardly  be  pointed  to 
as  being  superior,  in  point  of  permanency  or  protection,  to  the  purely 
discretionary,  or  the  limited  contractual  plans.  Except  for  the  fact 
that  the  workers  are  directly  made  to  share  the  cost  of  these  funds, 
the  actual  capacity  of  these  systems  to  assure  the  workers  of  an- 
nuities in  the  future  is  no  greater  than  in  the  case  of  the  non-con- 
tributory plans.  As  in  the  case  of  the  non-contributory  systems,  so 
also  in  the  case  of  the  older  contributory  plans,  the  number  of  ac- 
tuarially  sound  plans  is  nil.  A great  many  contributory  plans  also 
give  no  voice  to  the  employees  in  the  management  of  the  fund.  In 
most  pension  systems  the  company  retains  the  majority  control  over 
the  management  of  tke  fund.  At  best  most  of  these  are  arbitrary 
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make-shifts  which  any  crisis  might  shatter,  as  has  been  the  case  with 
some  of  the  funds  already  cited.  To  quote  Mr.  Kavanaugh  again : 

“The  history  of  pension  practice  is  strewn  with  the  wrecks  of  unscientific 

plans The  principle  of  a contributory  pension  plan  is  simplicity  itself.  The 

contributions  of  the  employee  added  to  the  contributions  of  the  employer  must  be 
so  calculated  that,  without  the  use  of  funds  to  the  credit  of  any  other  employee, 
they  alone  shall  be  suflBcient  to  produce  a capital  sum  at  the  retirement  age  adequate 
to  the  payment  of  the  pension  allowance  until  death.  Strangely  enough,  I do  not 
know  of  a single  instance  in  American  industry  in  which  this  practice  has  been 
followed.” 

VI 

“Single  Premium  Deferred  Annuities” 

As  the  various  industrial  pension  plans  have  grown  older,  the 
difficulties  and  uncertainties  discussed  above  came  to  be  more  and 
more  realized.  The  field,  therefore,  opened  up  for  some  system  which 
would  enable  an  employer  to  obtain  the  advantages  of  a pension 
system  but  which  at  the  same  time  made  it  possible  for  him  to  esti- 
mate approximately  the  annual  cost  of  such  a plan  and  to  avoid  the 
necessity  of  undertaking  indefinite  obligations  for  many  years  to 
come.  The  earlier  plans  by  which  the  employer  could  purchase  an- 
nuities for  each  employee  at  time  of  retirement  were  found  unsatis- 
factory because  they  offered  nothing  in  case  of  death  before  that  age, 
or  in  case  of  dismissal  or  resignation  from  service  before  the  retire- 
ment age ; and,  because  they  were  delayed  till  the  last  minute,  were 
found  to  be  very  costly.  To  secure  such  an  annuity  of  $500  for  a male 
employee  70  years  of  age  requires  an  outlay  in  round  numbers  of 
$3,600. 

To  meet  these  objections,  wide-awake  insurance  companies,  lead 
by  the  Metropolitan  Life  Insurance  Company,  devised  in  1920  a 
“group  pension  bond”  which  was  offered  to  industry  on  a group  basis 
and  is  known  as  the  “Single  Premium  Deferred  Annuity  Plan.” 
This  means  that  for  a sum  of  money  paid  by  the  employer  in  a single 
year,  when  an  employee  is,  say,  35  years  of  age,  the  insurance  com- 
pany promises  to  begin  to  pay  a certain  amount  in  annuities  for 
life  to  the  employee  when  he  is,  say,  65  years  of  age.  The  transactions 
for  each  year  are  entirely  separate  and  independent. 

In  brief,  the  plan  provides  for  the  receipt  by  tlie  employees  of  a paid 
up  annuity  policy  at  the  end  of  each  year  of  service,  entitling  him  to, 
say,  $10  or  $20  a year  beginning  at  age  65  or  TO.  This  annuity  may 
be  paid  either  entirely  by  the  employer  or  from  contributions  shared 
by  the  employer  and  employee.  To  avoid  the  granting  of  such  awards 
to  employees  who  are  not  permanent,  a probationery  period  of,  per- 
haps, 1 to  5 years  may  be  required  before  an  employee  becomes  en- 
titled to  this  annuity.  Under  this  system  the  employee  accumulates 
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these  policies  from  year  to  year  so  that  at  the  end  of  30  years  of 
service  he  may  obtain  a regular  annuity  of  say  $300  or  .|600  a year, 
depending  on  the  annual  policy,  to  the  end  of  his  days.  Such  an 
annuity  while  being  a direct  award  for  faithful  and  efficient  services 
rendered,  at  the  same  time  represents  a real  reward  for  long  and 
continuous  service  since  it  varies  in  exact  ratio  with  the  length  of 
service,  being  larger  for  those  who  stayed  with  the  company  for  a 
long  period  and  smaller  in  the  case  of  those  whose  term  of  service 
has  not  been  so  long.  This  form  of  annuities  differs  also  from  the 
previously  discussed  plans  inasmuch  as  it  does  not  require  a lifetime 
of  service  before  pensions  may  be  granted  but  is  conti’actual  from 
year  to  year. 

Advantages  of  the  “Single  Premium  Deferred  Annuity  Plan.” 

Such  a policy,  from  the  employer’s  point  of  view,  has  many  ad- 
vantages. 

(1)  It  is  definite,  the  cost  being  known  from  year  to  year.  Ex- 
cept for  the  annual  payments,  no  further  contractual  obligations  are 
incurred.  Should  business  be  bad  and  payments  difficult  to  make, 
they  can  be  omitted  for  a year  or  two  Avithout  seriously  affecting  the 
plan.  Lapses  in  payments  can  be  made  good  at  some  later  year. 

(2)  The  burden  of  administration  is  reduced  to  a minimum  since 
all  the  actuai-ial  worli  is  done  by  the  insurance  company  providing 
this  coverage. 

(3  The  danger  of  inequalities  and  injustices  is  removed  inasmuch 
as  all  employees  receive  the  same  treatment,  and  payments  are  definite 
and  well  understood. 

(4)  The  principle  of  joint  contribution  can  be  introduced  in  this 
plan  without  the  necessity  of  compulsion,  since  unwillingness  to 
participate  on  the  part  of  some  individuals  will  not  affect  those  who 
desire  to  participate.  This  cannot  be  accomplished  in  a straight 
coiitributoiy  plan.  Because  of  the  financial  certainty  of  the  plan 
employees  would  naturally  be  more  Avilling  to  make  contributions 
of  their  own.  The  increased  cost  of  these  contributions  with  age 
can  be  avoided  by  making  the  employee’s  contributions  fixed,  while 
the  corporation  makes  up  the  higher  premiums. 

(5)  Even  if  the  annuity  is  to  be  accepted  as  merely  deferred  pay 
there  is  at  least  a definite  understanding  and  the  employee  knows 
just  how  much  the  costs  Avill  be.  In  this  case  deferred  pay  in  the 
form  of  annuities  may  perhaps  be  justified  since  Avhatever  payments 
are  promised  can  definitely  be  guaranteed. 

(6)  As  the  worker  has  been  given  tangible  and  guaranteed  evi- 
dence of  the  interest  of  his  employer,  it  is  very  likely  that  his  loyalty 
and  interest  in  the  plant  would  increase  under  such  circumstances. 
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Certainly  snoh  loyalty  conld  be  much  more  effectively  induced  by 
arrangements  of  this  character  than  by  the  present  systems  with  their 
arbitrary  powers  of  discretion  and  uncertainty  of  fulfillment. 

(7)  The  emplojmr  pays  only  for  the  actual  years  the  employee 
spends  in  his  establishment  and  is  not  responsible  for  the  years  which 
the  employee  has  woi“ked  for  some  other  concern. 

(8)  The  universal  adoption  by  tlie  nation’s  employers  of  labor  of 
such  an  interchangeable  pension  plan  would  constitute  a great  step 
towards  the  solution  of  the  problems  of  the  superannuated  employees 

(9)  Finally,  it  provides  a sound  means  of  retirement  of  the  old 
workers  which  is  better  than  any  other  system  and  may  help  to  bring 
about  all  the  aims  and  desires  hoped  for  in  any  jiension  plan. 

Advantages  from  the  Viewpoint  of  the  Employees  and 

Society 

From  the  standpoint  of  the  employee,  the  “Single  Premium  De- 
f(*rred  Annuity”  is  by  far  superior  to  any  of  the  present  pension 
plans  because: 

(1)  It  is  not  loaded  with  all  sorts  of  uncertainties;  at  the  end 
of  every  year  the  employee  knows  definitely  the  exact  annuity  he  may 
expect  to  receive  upon  retirement.  Since  the  anuities  are  paid  to  the 
employee  by  the  insurance  company,  and  since  each  annual  contract 
is  complete,  all  elements  of  discretion  are  eliminated. 

(2)  Payments  are  made  certain  not  only  to  those  already  retired 
but,  at  least  as  far  as  the  pensions  already  earned  are  concerned,  to 
all  employees  still  on  the  active  force. 

(3)  The  plan  embodies  no  taint  of  paternalism,  since  these  an- 
nuities are  not  paid  because  of  the  needs  of  the  individual  but  as  a 
regular  service  award  either  insteud  of  a bonus  or  simply  as  deferred 
pay.  Furthermore,  the  policies  are  in  the  hands  of  the  employee  and 
the  transactions  regarding  the  receipt  of  the  annuities  are  between 
the  emj)loyee  and  the  insurance  company. 

(4)  Such  a system  does  not  interfere  with  tlie  mobility  of  labor 
and  pension  riglits  are  not  forfeited  in  case  of  dismissal  as  they  are 
in  the  case  of  all  the  other  present  plans.  Whatever  pension  rights 
he  has  earned  remain  the  property  of  the  employee  and  he  is  free  to 
seek  another  position  without  the  fear  of  losing  his  ]iension  rights. 
In  case  of  resignation  or  dismissal,  the  employee  may  leave  his  in- 
vestment intact  or  continue  to  make  additional  payments  himself. 
Should  his  next  employer  have  a similar  plan,  his  total  annuity  pay 
merits  would  be  affected  but  little. 

From  a social  point  of  vieAV  such  ]>lans  are  by  far  sujrerior  to  any 
of  those  discussed  earlier  in  this  study.  Pension  retirement  systems 
when  placed  on  a contributory  basis,  greatly  encourage  savings. 
While  such  private  undertaldngs  can  never  hope  to  meet  the  entire 


54 


problem  of  old  age  de])endency,  they  do  afford  a sound  method  where- 
by provisions  for  tlie  old  age  of  the  workers  can  be  made  without 
stigmatizing  their  self  res])ect.  The  single  premium  deferred  annuity 
cannot  be  used  as  effectively  as  a threat  to  the  worker  either  against 
his  joining  a trade  union  or  as  a means  of  preventing  demands  for 
higher  wages  or  better  conditions  of  labor. 

Limitations  of  the  Plan 

From  every  point  of  view,  therefore,  it  would  seem  that  this  de- 
ferred annuity  system  is  by  far  superior  to  and  more  equitable  than 
any  of  the  plans  taken  uji  previously.  The  simple  difficulty  with  this 
])lan  is  that  although  several  large  insurance  companies  have  been 
urging  these  annuities  since  1920,  very  few  establishments  have 
adopted  such  annuity  policies.  Among  the  approximately  400  formal 
pension  systems  in  existence,  not  a half-dozen  are  in  the  form  of 
annuity  policies  which  permit  the  employee  to  withdraw  from  service 
prior  to  his  retirement  age,  or  before  a specific  period  of  service,  with- 
out losing  the  annuities  acquired  up  to  that  time.  This,  in  spite  of 
the  fact  that  the  Commission’s  investigations  disclosed  that  since 
1920  about  100  new  concerns  have  established  formal  pension  plans. 
Wliat  are  the  factors  which  mitigate  against  wholesale  purchasing  of 
such  annuities  as  a means  of  provision  against  old  age  dependency? 

The  difficulties  encountered  in  the  advancement  of  these  plans  may 
perhaps  be  explained  by  noting  certain  fundamental  characteristics 
of  American  business.  As  already  explained,  the  “single  premium 
deferred  annuity”  system  presupposes  that  the  employee  has  a right 
to  quit  the  particular  establishment  at  any  time  without  in  the  least 
losing  his  rights  to  whatever  annuity  he  has  already  earned  by  his 
period  of  service.  Under  the  present  competative  commercial  system 
the  very  thought  of  giving  a gratuity  to  a competent  and  capable 
employee  who  may  leave  his  service  at  any  time  for  that  of  a com- 
jietitor  is,  to  the  average  business  man,  simply  preposterous.  Em- 
[)loyers  of  labor,  all  the  evidence  indicates,  feel  no  responsibility  for 
men  who  quit  their  jobs  or  are  dismissed.  They  see  no  need  of  grant- 
ing pensions  to  men  who  have  not  actually  grown  old  in  their  own 
service.  Even  in  the  case  of  employees  retired  after  70  years  of  age, 
provisions  are  generally  made  against  these  p'ensioners  “engaging 
in  other  business,  which  is  prejudicial  to  the  interests  of  the  com- 
pany.” Employers  of  labor  can,  therefore,  be  hardly  expected  to 
concede  willingly  this  right  to  workers  during  the  prime  of  efficiency. 

Cost  of  this  Annuity 

The  second  important  objection  to  this  form  of  annuity  is  its 
burdensome  immediate  expense.  To  secure  for  a male  employee  an 
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annuity  of  |10  a year  to  begin  at  age  05,  the  cost  at  the  age  of  35 
amounts  to  |19.50  per  year.  The  same  annuity  for  a female  worker  of 
the  same  age  costs  |24.52.  No  pension  annuity  that  will  ultimately 
yield  the  beneficiary  less  than  .f GOO. 00  on  the  average  is  worth  con- 
sidering. This  means  the  ])urcliase  of  an  annuity  to  the  value  of  at 
least  120.00  a year.  The  cost  of  this  annuity  will  be  fSO.OO  in  case 
of  a male  employee  and  49.04  in  case  of  a female  employee  at  age  35. 
A.t  age  45  years  the  same  annuity  costs  .|61.20  for  the  male  and  |77.00 
for  the  female.  At  age  55  the  annual  premium  is  |101.68  for  the  male 
employee,  with  an  annual  cost  of  25.44  for  the  female.  At  the  high 
ages  such  a premium  would  entail  an  expenditure  of  almost  10  per 
cent  of  the  average  wages  earned  iu  American  industry.  It  would 
also  mean  that  the  employer  must  pay  considerably  higher  rates  on 
his  older  and  less  desirable  workers  than  for  his  younger  and  more 
desirable  employees.^® 

With  these  figures  in  mind  it  is  not  surprising  that  many  concerns 
find  these  annuities  too  costly  and  their  terms  iinacceptable.  True,  it 
is  pointed  out  by  actuaries  that  in  the  end  the  cost  of  such  a system, 
if  begun  at  an  early  age,  would  in  reality  prove  no  more  expensive 
than  any  of  the  other  sound  pension  plans.  But  American  employers, 
judging  the  question  by  the  fact  that  so  far  most  American  concerns 
with  pension  plans  spend  less  than  1 per  cent  of  their  total  payroll 
on  pensions,  prefer  to  take  risks  and  to  postpone  troublesome  prob- 
lems as  long  as  possible,  hoping,  perhaps,  that  meanwhile  something 
may  happen  to  stave  off  the  ominous  disaster.  Industrialists  prefer 
a discretionary  system  not  only  because  it  seems  to  give  greater 
opportunities  for  the  increase  of  loyalty  and  improved  service,  but 
because  they  hope  that  few  epmloyees  will  actually  reach  the  retire- 
ment age.  Should  the  worst  befall,  the  rules  and  regulations  in  a 
discretionary  plan  are  always  flexible  and  may  be  changed  at  will. 
Again,  while  a discretionary  system  only  applies  to  a few,  the  deferred 
annuity  plan  must  of  necessity  prove  more  costly  because  it  reaches  a 
larger  number  of  workmen.  As  times  goes  on,  and  the  knowledge  of 
the  actuarial  facts  of  the  case  become  better  known,  this  attitude  Avill 
undoubtedly  change.  But,  apparently,  so  far,  most  employers  still 
hope  that  present  methods  will  suffice. 


Principle  of  Annuities  Not  Yet  Accepted 

Lastly,  the  principle  of  annuities  as  pure  service  awards  or  as  de- 
ferred pay  is  not  accepted  by  American  employers  although  this  is 
now  generally  accepted  by  European  employers  of  labor.  A British 


may  be  argued  that  the  cost  of  this  annuity  represents  the  actual  insurance  risk  and 
could  not  be  materially  reduced  under  any  sound  insurance  principle.^  But  in  the  case  of  a 
State  system  of  insurance  against  old  age,  this  burden  upon  the  individual  employer  would  be 
greatly  lightened  by  the  possibilities  of  contributions  from  employees  as  well  as  by  spreading 
the  risk  over  much  larger  and  younger  groups. 
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expert  on  the  pension  problem  writes  on  this  point;  “The  time  has 
fortunately  passed  when  British  employers  or  firms  regarded  a pen- 
sion as  an  act  of  grace  or  charity,  and  the  view  is  now  generally  held 
that  such  a benelit  is  really  of  the  nature  of  deferred  pay.'’^°  Ameri- 
can employers  on  the  other  hand  still  prefer  the  traditional  method  of 
gratuities.  As  expressed  by  a publishing  concern  in  a letter  to  this 
Commission : 

It  has  been  onr  idea  in  formulating  the  pension  plan  to  make  it  paternalistic 
and  to  have  it  administered  by  the  company,  rather  than  by  the  employee  and  the 
company.  We  did  this  fer  the  reason  that  we  felt  that  we  wanted  to  have  the 
say  when  a person  should  leave  us  and  receive  a pension,  rather  than  leaving  it  up 
to  a committee. 

American  employers,  it  is  held  also,  have  not  entirely  outgrown 
the  earlier  suspicion  of  insurance  companies  and  have  little  desire  to 
surrender  their  personal  interests  and  anthority  to  an  outside  in 
surance  firm.  Our  present  investigations  indicate  that,  by  and  large, 
American  employers  will  hesitate  a long  time  before  they  will  recog- 
nize advantages  in  a.  system  which  permits  the  employe  to  leave  his 
employment  without  the  loss  of  his  pension  rights.  Thus,  under 
present  conditions  it  is  not  very  likely  that  this  form  of  pensions — 
though  advantageous  from  many  points  of  view— tvill  for  many  years 
to  come  attain  sufficient  strength  to  meet  the  needs  of  any  consider- 
able proportion  of  aged  workers  in  industry. 

VII 

Modified  Deferred  Annuity  Premiums 

Tlie  ideal  plan  of  giving  the  employee  each  year  complete  title  to 
the  deferred  annuity  bought  for  him  that  year,  is  not  at  present  being 
sold  to  American  employers  of  labor  on  a wide  scale.  The  average 
business  man  simply  does  not  understand  the  value  of  the  return  he 
may  receive  for  such  expenditures.  Notwithstanding  the  zealous 
activities  of  some  of  the  strongest  insurance  companies,  the  single 
premium  deferred  annuity  plan  has  been  accepted  by  only  a few 
industrial  concerns  in  the  United  States.  Just  one  of  the  370  formal 
systems  listed  in  this  Report  is  known  to  operate  under  this  proprie- 
tory annuity  plan. 

As  a result  of  this  attitude  on  the  part  of  American  employers, 
the  insurance  companies  interested  in  promoting  the  sale  of  these 
annuities  finally  modified  the  plan  so  as  to  eliminate  the  principal 
drawbacks  of  the  original  proposal.  The  proprietory  right  of  the 
employee  to  the  deferred  annuity  after  each  year  of  sendee  was  witli- 
drawn  and  the  principle  placed  entirely  on  the  basis  of  long  and  con- 


^"Harold  Dougharty,  Pension,  Endowment  and  Life  Assurance  Schemes,  p.  2. 
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tinned  service.  Wliat  the  insurance  companies  are  mostly  advocating 
now  are  such  deferred  annuity  policies  as  will  not  become  the  ])i“0])- 
erty  of  the  employee  until  a definite  period  of  service  had  been  ob- 
tained. The  modified  policies  specify  that  the  employee  becomes  en- 
titled to  the  annuity  purchased  by  him  only  if  he  is  still  in  the 
service  at  the  date  of  retirement.  If  the  employee  leaves  his 
('mployment  prior  to  the  date  of  retirement,  the  annui'.y  is  cancelled 
and  the  amount  paid  for  it  by  the  employer  is  either  returned  to  him, 
or  kept  to  increase  the  other  annuities.  Most  of  these  premiums  also 
pi’ovide  for  increased  annuities  if  the  employee  contributes  to  the 
scheme.  Although  these  plans  have  met  with  somewhat  greater 
success  than  the  regular  deferred  annuity  plan,  they,  too,  are  being 
accepted  very  slowly.  The  leading  insurance  company  which  has  been 
vigorously  pushing  these  annuities  since  1920  had  by  the  Spring  of 
1926  written  only  about  a dozen  such  group  deferred  premium  an- 
nuities. These  policies  are  generally  written  for  professional  and 
clerical  groups  rather  than  for  industrial  organizations. 

Plan  of  the  New  York  Stock  Exchange 

A typical  example  of  the  modified  deferred  annuity  premium  is  the 
Employee’s  Retirement  Plan  of  the  New  York  Stock  Exchange, 
and  Affiliated  Companies,  inaugurated  in  .Tune,  1925  and  administered 
by  the  Metropolitan  Life  Insurance  Company.  Under  this  plan  an 
individual  service  annuity  is  provided  for  each  employee  under  60 
years  of  age  who  has  completed  at  least  one  year  of  service  with  the 
Exchange.  The  retirement  annuity  matures  at  age  65  if  the  employee 
is  still  in  the  employ  of  the  Exchange,  or  upon  becoming  disabled  after 
20  years  of  service.  The  amount  of  the  annuity  varies  with  the  in- 
dividual’s salary,  age  and  length  of  sendee.  The  Stock  Exchange 
buys  from  the  Metro])olitan  Life  Insurance  Company  for  each  of 
its  employees  an  annuity  which  at  the  age  of  65  will  pay  to  the 
employee  as  follows ; 

Present  Salary  Annuity  tor  each  year  of  service 

Class  A — .flO  per  wk.  and  less  .?>1.00  per  month 

Class  P> — .^40.01  to  S60  per  wk .fl.50  per  month 

Class  C — 360.01  to  |80  per  wk |2.00  per  month 

Class  D — 180.01  per  wk.  and  over $3.00  per  month 

The  plan  also  provides  that  employees  who  wish  to  do  so  may  secure 
additional  future  income  by  systematic  deposits  to  be  made  by  pay- 
roll deductions — the  minimum  being  3 per  cent  of  salary — in  accord- 
ance with  a regular  schedule  of  monthly  payments  varying,  of  course, 
with  the  amount  of  contributions,  age  and  sex  of  the  employee.  For 
instance,  a monthly  deposit  of  |5.00  beginning  at  age  25  will  yield  a 
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male  employee  a monthly  annuity  income  of  |30.90  after  age  65.  For 
those  employees  who  elect  to  make  deposits  themselves  the  Stock 
Exchange  will  double  the  amount  of  tlie  free  future  service  annuities. 

An  employee  who  leaves  the  service  before  reaching  the  retire- 
ment age  receives  nothing  from  the  Exchange  contributions,  but  if  he 
has  been  a contributor  himself,  he  may  do  one  of  three  things: 
(1)  He  may  receive  the  money  which  he  himself  had  deposited  with- 
out interest;  (2)  He  may  receive  a monthly  income  for  life  propor- 
tionate to  the  deposits  already  made  by  himself;  or  (3)  He  may 
continue  to  make  the  regular  deposits  directly  to  the  insurance  com- 
})any  until  age  65. 

In  case  of  deatli  before  the  retirement  age  the  beneficiary  re- 
ceives Hie  total  of  deposits  made  by  the  employee  without  interest. 
If  death  occurs  after  income  payments  begin,  the  beneficiary  is  en- 
titled only  to  such  a monthly  income  and  for  such  time  as  will 
balance  tlie  total  of  the  employee’s  deposits. 

The  plan  also  provides  that  an  employee  at  liis  request,  and  with 
the  consent  of  the  Exchange,  may  begin  to  receive  annuities  before 
tlie  age  of  65  at  a reduced  amount,  or  after  65  in  an  increased  amount 
in  accordance  with  the  value  of  the  annuities  at  those  ages. 

The  Exchange  provides  that  the  plan  may  be  amended  at  any  time 
but  stipulates  that,  “no  fiu’ther  change  shall  in  any  way  affect  the 
superannuation  benefit  under  service  annuities  offered  under  the  plan 
as  to  service  rendered.  Or  the  disability  benefits  asi  to  disability  oc- 
curing  prior  to  such  change.” 

The  money  paid  by  the  Exchange  to  the  insurance  company  cannot 
be  returned  under  any  circumstances,  and,  it  is  stated,  “all  dividends 
received  from  or  credited  by  the  Insurance  Company  will  be  applied 
to  increas  the  benefits  to  employees  who  join  the  plan.” 

To  make  the  whole  thing  more  personal  and  to  bring  home  to  the 
employees  the  value  of  the  plan,  each  person  making  deposits  receives 
a small  pass  book,  not  unlike  a savings-bank  book,  showing  the 
amount  of  income  annuity  purchased  by  him  or  her.  Space  is  pro- 
vided iu  the  book  for  the  insertion  each  year,  as  issued,  of  the 
service  annuity  stamp  purchased  by  the  Exchange  giving  the  em- 
ployee a definite  knowledge  at  all  times  of  where  he  stands. 


Other  Plans 

Some  annuity  plans  are  more  liberal.  The  All  American  Cables, 
Inc.,  which  has  recently  written  the  Metropolitan  Life  Insrance 
Company  a single  check  for  |1,325,238  to  cover  its  accrued  pension 
liabilities,  gives  the  full  benefit  of  all  its  contributions  to  with- 
drawing employees  after  25  years  service.  The  Young  Women’s 
Christian  Association,  gives  a portion  of  the  employer’s  contribution 
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to  the  withdrawing  employee  after  10  years  of  sendee  increasing 
the  proportion  of  the  allowance  up  to  100  per  cent  after  25  years  of 
service.  Another  concern  gives  the  full  benefit  of  the  company's 
contribution  to  withdrawing  employees  on  condition  that  the  con- 
tribution of  the  employee  himself  be  not  withdrawn.  A few  other 
firms  provide  even  somewhat  better  terms  than  these. 


Advantages  of  the  Modified  Deferred  Annuity  Plan 

The  advantages  claimed  for  this  modified  deferred  annuity  plan 
are  identical,  from  the  employer’s  point  of  view,  with  those  claimed 
for  the  single  premium  deferred  annuity  plan. 

(1)  The  system  provides  for  sound  funding  by  setting  aside  an- 
nuity reserves  out  of  the  current  income  of  a corporation  during  the 
entire  working  life  of  the  employee. 

(2 ) The  plan  is  not  subject  to  the  tluctuations  of  industrial 
prosperity  and  is  able  to  insure  the  participants  a guaranteed  right 
to  accrued  benefits.  Kegardless  of  what  happens  to  a particular 
business  the  payments  of  fully  established  pensions  would  not  be 
affected. 

(3)  It  is  also  considered  advantageous  that  the  employees  may 
increase  their  pensions  by  voluntary  contributions  under  tliis  plan. 

(4)  Finally,  the  modified  deferred  annuity  plan  has  overcome  the 
employer’s  objections  to  proprietoi’y  pensions  by  definitely  tying  it 
up  with  long  service  periods  and  specific  i*etirement  ages. 


Advantages  of  Funding  With  An  Insurance  Company 

The  financing  of  such  plans  through  an  insurance  company  is 
argued  to  be  most  advisable.  An  insurance  company  is  more  com- 
petent to  handle  the  matter  than  a private  employer,  knows  better 
how  to  make  sound  investments  for  this  purpose  and  guarantees 
against  the  temptation  of  diverting  the  annuity  reserves  to  other 
purposes.  An  insurance  company,  it  is  also  claimed,  because  of  its 
greater  experience  with  this  specific  type  of  underwriting  and  its 
knowledge  of  the  risks  can  get  a more  satisfactory  determination 
of  average  rates ; has  greater  permanency  than  a private  corporation 
whose  operation  is  not  subject  to  the  same  rigid  examination  by  the 
insurance  authorities;  has  a lighter  Federal  Income  Tax  burden, 
and  generally  will  appeal  more  to  the  employee.  State  insurance 
departments,  it  may  be  stated  in  this  connection,  are  now  being 
urged  to  extend  their  inquiries  into  the  financial  soundness  of  the 
private  pension  plans. 
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Limitations  of  the  Plan 

That  the  deferred  anuiiity  plans  have  overcome  certain  of  the 
disadvantages  of  the  discretionary  methods  is  obvious.  The  retire- 
ment benefits  under  this  system  are  accumulated  regularly  from  year 
to  year,  the  administration  of  these  funds  is  in  safe  hands  and  pen- 
sions due  will  definitely  be  paid.  However,  these  plans  with  their 
prescribed  long  service  conditions  have  obviously  not  the  advantages 
of  the  projirietory  single  premium  deferred  annuities  given  the  em- 
ployee each  year.  The  indictment  brought  against  the  discretionary 
plans  in  regard  to  long  service  requirements  holds  true  of  this  form 
of  annuities  also. 

(1)  Under  such  contracts  the  employee  who  remains  with  the 
concern  up  to  the  retirement  age,  or  has  been  with  the  company  20 
years  when  he  becomes  disabled,  receives  the  full  benefit  of  the  sys- 
tem, but  the  employee  who  has  given  only  19  years  of  service  or  was 
forced  to  withdraw  from  the  concern  just  prior  to  his  retirement 
age,  although  he  might  have  spent  half  of  a lifetime  in  its  service, 
may  not  receive  anything  for  all  those  years  of  arduous  work. 

(2)  From  his  own  contributions  the  employee  may  receive,  under 
these  conditions,  only  his  deposits,  but  without  interest.  Similarly, 
if  he  should  die  before  the  retirement  age  his  beneficiary  receives 
nothing  but  his  own  contributions  without  interest. 

(3)  The  deferred  annuity  plan  definitely  ties  the  worker  to  the 
concern  and  mitigates  against  the  free  marketing  by  the  worker  of 
his  labor  power. 

(4)  Such  a plan  being  voluntary'-  on  the  part  of  the  company, 
and  subject  to  suspension  or  termination  at  any  time  as  to  further 
purcliase  to  be  made  by  the  company,  it  still  leaves  the  employee  un- 
certain whether  he  may  really  expect  to  receive  an  annuity  sufficient 
to  maintain  him  in  his  old  age. 

(5)  This  policy,  while  it  recognizes  a certain  period  of  long 
service,  grants  no  right  to  a pension  or  benefits  for  the  actual  time 
of  service  the  employee  has  rendered.  If  such  annuity  becomes  de- 
ferred pay,  as  it  of  necessity  tends  to  become,  the  employee,  unless 
he  has  worked  the  full  term  of  years  specified,  is  left  without  any 
reward.  These  plans,  therefore,  are  safe  and  binding  only  for  those 
employees  who  have  already  been  retired,  and  offer  little  to  the  great 
mass  of  workers  who  for  one  reason  or  another  cannot  stay  with 
one  concern  all  through  life. 

(6)  These  new  plans,  the  adoption  of  which  is  so  vigorously 
pressed  by  certain  insurance  companies  can  not  reasonably  be  ex- 
pected to  meet  the  needs  of  any  considerable  number  of  workers,  nor 
can  it  be  anticipated  that  such  offers  will  arouse  real  enthusiasm 
among  young  and  ambitious  employees. 
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' VIII 

Employee-Managed  Pension  Funds 

Because  of  the  fact  that  the  precarious  financial  standing  of  the 
various  private  industrial  pension  plans,  analyzed  in  the  preceeding 
pages,  is  now  almost  generally  realized  and  because  wage-earners 
are  fully  conscious  of  the  necessity  of  providing  for  old  age  pro- 
tection in  some  form,  the  employees  in  certain  corporations  have, 
during  the  last  few  years,  organized  a number  of  pension  associa- 
tions of  their  own.  These  organizations  aim  at  the  mutual  protec- 
tion of  their  members  from  the  hardships  to  be  faced  in  old  age.  In 
the  approximately  half-dozen  such  plans  in  existence  at  present,  pro- 
vision for  old  age  is  sought  either  in  connection  with  the  existing 
mutual  relief  department,  or  is  managed  by  separate  “Pension 
Associations”  with  or  without  the  support  of  the  company.  A 
brief  summary  of  a few  typical  employee-managed  pension  funds 
follows : 

The  Milwaukee  Employee’s  Pension  Association 

The  Milwaukee  Employee’s  Pension  Association  was  organized 
in  October,  1923  and  is  incorporated  under  the  laws  of  Illinois.  It 
is  composed  of,  and  supported  entirely  by  such  employees  of  the 
Chicago,  Milwaukee,  and  St.  Paul  Eailway  Company  as  are  willing 
to  join  it  for  their  mutual  benefit.  The  fund  is  managed  by  a board 
elected  by  the  members.  Members  of  this  association  under  30  years 
of  age  contribute  50^  a month.  'The  contribution  increases  50^^  a 
month  each  10  years,  reaching  a maximum  of  §3.00  a mouth  at  age  70. 
The  contributions  go  into  the  building  up  of  a reserve  fund,  and  for 
the  first  five  years  no  pension  payments  are  contemplated.  To  de- 
fray the  expenses  of  collecting  and  managing  the  pension  fund  the 
association  members  are  required  to  ])ay  15^  a month  additional 
for  this  particular  purpose.  Xo  contributions  to  the  fund  are  made 
by  the  Chicago,  Milwaukee  and  St.  I’aul  Railway  and  the  associa- 
tion is  entirely  independent  of  the  company.  When  pensions  are 
issued  they  will  be  paid  on  an  equal  basis  to  all  members.  Pensions 
under  this  plan  may  be  paid  after  65  years  of  age  and  at  present 
the  amount  is  fixed  at  S25  per  month,  but  the  board  of  directors  has 
power  to  increase  that  amount  if  conditions  warrant.  In  July  ]92(i 
about  one-third  of  the  employees  of  the  Chicago,  ^lilwaukee  and 
St.  Paul  Railway  were  members  of  this  association. 

Employees'  Pension  Fund  Associ.vtion  of  the  Indianapolis 
Street  Railway  Comp.vny 

The  employees  of  the  Indianapolis  Street  Railway  Company  have 
a separate  Employees’  Pen.sion  Fund  Association  which  was  organized 
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in  July,  1923.  Membership  in  this  organization  is  open  “to  any  white 
employee”  while  in  tlie  service  of  the  company  bnt  cannot  be  contin- 
ued beyond  the  term  of  employment  with  the  company  unless  a 
member  has  become  entitled  to  a pension  prior  to  such  retirement. 
The  organization  is  officered  entirely  by  the  members.  The  funds  of 
this  association  are  made  up  mainly  from  the  dues  of  members  which 
amount  to  fl.OO  a month.  In  addition,  the  Board  of  Directors  of 
the  Indianapolis  Street  Railway  Company  voted  to  contribute  to  this 
association  (1)  an  annual  contribution  of  |5,000;  (2j  and,  twenty 
per  cent  of  such  amounts  as  the  companj^  is  able  to  save  annually  in 
its  accident  and  damage  cash  expenditures. 

The  board  of  directors  of  the  Association  has  discretionary  power 
“to  award  or  decline  all  pensions,  or  fix  the  amount  thereof  subject 
to  the  right  of  appeal  to  the  members  of  the  association.”  It  is  pro- 
vided further  that : “membership'  in  this  association  shall  not  en- 

title any  member  to  a legal  right  to  receive  any  sum  of  money  or  to 
have  any  portion  of  the  fund  created  paid  to  him,  but  the  payment 
of  pensions  shall  be  voluntary  by  - such  association.”  Pensions  are 
paid  in  cases  of  permanent  disability  and  age  retirement.  Disability 
pensions  of  f25  a month  may  be  granted  regardless  of  age  and  length 
of  service.  Retirement  pensions  will  be  paid  to  employees  reaching 
age  60  with  20  years  of  service  and  to  those  who  were  in  the  employ 
of  the  company  prior  to  December,  1922  and  with  15  years  of  serv- 
ice to  their  credit  at  that  time. 

In  connection  with  the  pension  payments,  a separate  death  benefit 
fund  raised  by  an  assessment  of  fl.OO,  which  is  replenished  when- 
ever a member  dies,  is  also  maintained.  A little  over  one-half  of  the 
employees  of  the  Indianapolis  Street  Railway  Company  are  members 
of  the  association.  Approximately  two  per  cent  of  the  total  members 
of  the  Pension  Fund  Association  were  already  on  the  pension  list  in 
the  second  year  of  the  fund’s  existence. 

The  Shelton  Looms  Pension  Fund  Association 

A modified  example  of  the  employee-managed  pension  fund  is  the 
Shelton  Looms  Pension  Fund  Association,  Inc.,  at  Shelton,  Conn- 
ecticut. This  Association,  established  in  1920,  is  made  up  of  the 
employees  of  Sidney  Blumenthal  and  Company  and  is  managed  by 
a board  of  directors  of  eleven  members,  six  of  wliom  are  elected  by  the 
members  of  the  Association  and  five  of  whom  are  appointed  by  the 
directors  of  the  company.  For  purposes  of  contributions,  the  member- 
ship in  this  fund  is  divided  into  nine  classes  in  accordance  with  the 
wages  earned  in  each  class.  The  contributions  range  from-  fl.OO  a 
week  for  those  earning  an  average  of  f20.00  a week  or  less  to  |5.00 
a week  for  thosp  with  an  average  weekly  wage  of  $60.00  or  more. 


63 


These  contributions  are  deducted  from  the  payroll.  In  addition, 
Sidney  Blumenthal  and  Company  pays  to  the  personal  accounts  of 
each  member  of  the  association  certain  sums  of  money  at  the  com- 
pletion of  stated  periods  of  continued  service  in  accordance  with  the 
following  schedule : 


At  the  end  of  the  5th  year  of  continuous  service .flOO.OO 

At  the  end  of  the  10th  year  of  continuous  service 125.00 

At  the  end  of  the  15th  year  of  continuous  service 150.00 

At  the  end  of  the  20th  year  of  continuous  service 175.00 

At  the  end  of  the  25th  year  of  continuous  service 200.00 

At  the  end  of  the  30th  year  of  continuous  service 250.00 

At  the  end  of  the  lOtli  year  of  continuous  service 500.00 


Retirement  under  this  plan  is  permitted  after  55  years  of  age  in 
the  case  of  women  and  60  years  of  age  in  the  case  of  men.  Upon 
retirement  a member  has  llie  option  of  (1)  withdrawing  the  total 
amount  credited  to  his  account,  including  that  of  his  own  contribu- 
tions and  those  of  the  company,  with  interest  at  4 per  cent;  or  (2), 
he  may  take  an  annuity  for  life  the  amount  of  which  depends  upon 
his  age  at  the  time  of  retirement  and  the  actual  sum  of  money  then 
standing  to  his  credit.  A member  resigning  from  the  Association, 
but  still  an  employee  of  the  company,  receives  only  his  contributions 
with  interest  but  not  the  company’s  contributions.  Upon  leaving 
the  employ  of  the  company,  however,  a member  is  entitled  to  the 
company’s  contributions  also.  In  case  of  death,  the  beneficiary  is 
entitled  to  the  total  sums  standing  to  the  deceased  member’s  credit. 

Advantages  of  Employee-Managed  Pension  Funds 

A number  of  advantages  may  be  claimed  in  behalf  of  employee- 
managed  mutual  pension  funds.  Briefly  these  are: 

(1)  The  educational  value  of  employees  themselves  initiating 
and  managing  these  systems  instead  of  these  being  imposed  upon 
them  from  above. 

(2)  The  encouragement  of  thrift  and  independence  on  the  part 
of  employees.  Not  expecting  any  relief  from  the  employer,  the  em- 
ployee is  forced  to  take  upon  himself  the  responsibility  for  old  age 
provision  which  develops  the  habits  of  saving  and  promotes  self- 
reliance. 

(3)  The  complete  separation  of  the  fund  from  the  control  of  the 
management  of  the  establishment  renders  it  entirely  free  from  the 
fluctuations  of  business  conditions  and  removes  entirely  the  danger 
of  pensions  becoming  merely  deferred  wages.  On  the  other  hand 
it  may  be  expected  that  the  need  and  habit  of  savings  of  this  sort 
will,  in  the  end,  raise  the  wage-level  to  tpajke  sueh  provision  possible. 
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(4)  Being  free  from  the  domination  of  the  corporation  it  cannot 
operate  as  an  anti  social  and  disciplinary  weapon. 

(5)  Such  funds  are  generally  more  liberal  in  their  terms  as  the 
employees  will  be  far  more  likely  to  help  each  other  and  disregard 
formalities  in  an  emergency  case  than  would  a “cold-hearted”  busi- 
ness corporation. 


: Limitations  of  the  Plan 

The  principal  limitation  of  employee-managed  pension  funds  lies 
in  the  fact  that  at  best  their  increase  and  development  is  confined  to 
only  a few  more  advantageously  situated  groups  of  employees.  Pen- 
sions ill  old  age,  in  view  of  our  present  industrial  development,  are 
costly  propositions  and  to  establish  a sufficient  fund  to  provide  a 
system  of  adequate  pensions  necessitates  large  contributions,  espe- 
cially from  the  older  workers.  A study  of  wage  and  cost-of-living 
statistics  offers  convincing  evidence  that  sufficient  contributions  to 
build  up  adequate  reseiwes  for  the  old  age  of  the  great  mass  of  work- 
ers, even  during  the  present  period  of  prosperity,  are  utterly  im- 
practicable. The  average*  wage  in  the  United  States  is  still  below 
.'{?1,500  a 3'ear — the  minimuiii  budget  generally  set  for  a family  of 
five — and  a man  with  a wife  and  several  children  cannot  save  enough 
to  support  himself  adequately  in  old  age  if  the  figures  on  minimum 
cost  of  living  established  by  various  governmental  investigations 
are  approximately  correct. 

fidie  very  fact  that  few  trade-unions  have  extended  old  age  benefits 
to  their  members,  although  they  have  invariably  been  opposed  to 
industrial  pension  plans,  would  indicate  the  difficulties  encountered 
in  establishing  such  provisions  from  the  workers  own  contributions. 
Experience  everywhere,  abroad  as  well  as  in  this  country,  has  dem 
onstrated  conclusive!}'  that  such  voluntary  provisions  never  reach 
the  very  people  who  will  need  the  pension  relief  most  in  old  age., 
An  eloquent  illustration  is  furnished  by  the  funds  of  the  employees, 
of  the  Chicago,  Milwaukee  and  St.  Paul  Railway,  and  the  Indian- 
apolis Street  Railway  Company,  in  which  only  one-third  to  one-half 
of  the  employees  of  tlie  respective  companies  have  joined  these  em- 
ployee-managed funds.  It  is  the  concensus  of  opinion  among  econ- 
omists that  the  majority  of  the  American  wage-earners  cannot  them 
selves  lay  by  sufficient  sums  for  pensions  in  old  age  without  reducing 
their  current  standards  of  living  below  the  danger  line. 

this  connection  some  of  the  figures  cited,  and  conclusions  drawn,  by  Sher- 
wood Eddy  and  Kirby  Page  in  their  recent  pamphlet.  “Danger  Zones  of  the  Social. 
Order,”  are  significant.  According  to  these  religions  leaders: 

The  average  weekly  earnings  of  all  men  employed  in  the  industries  of  Illinois_  in, 
November,  1925,  were  fr!2  02  and  of  the  women  $18,65.  The  average^  weekly  earn;.'^ 
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Criticisms  of  the  pension  plans  provided  by  corporations  apply 
with  equal  force  to  the  funds  for  these  purposes  established  by  the 
workers.  In  effect  they  are  but  following  the  example  of  the  innu- 
merable plans  adopted  by  industrial  establishments,  fraternal  soci- 
eties, mutual  benefit  associations,  and  the  like  which  have  gone  on 
the  rocks  time  and  again.  For  on  the  whole  they  are  not  actuarially 
more  sound,  and  as  they  exist  today  they  are  confined  to  the  em- 
ployees of  a single  corporation  which  makes  them  too  dependent 
upon  the  vicissitudes  of  the  particular  business.  They  have,  there- 
fore, no  more  permanency  than  the  corporation-established  plans 
inasmuch  as  any  serious  unemployment  or  economic  crisis  in  the 
country  or  in  the  industry  would  probably  upset  them  entirely. 

IX 

Miscellaneous  Pension  Methods 

The  principles  underlying  a few  of  the  newer  pension  plans  cannot 
be  grouped  under  the  preceding  classifications  and  must,  therefore, 
be  discussed  separately.  Some  of  these  merely  involve  certain  varia- 
tions from  the  “Single  Premium  Deferred  Annuity”  principle,  while 


ings  of  all  shop  employees  in  New  York  State  in  April,  1925,  were:  men  .$30.81; 
women  .$16.83.  In  December,  1924,  the  average  weekly  earning's  of  employees  in 
4.53  manufacturing  establishments  in  Massachusetts  were  as  follows : men  $28.57, 
women  $16.76.  It  should  be  pointed  out  that  these  were  average  wages,  and  that, 
therefore,  many  workers  received  less  than  these  amounts.  The  Bureau  of  Labor 
Statistics  has'  just  published  the  wage  rates  for  common-labor  in  all  sections  of  the 
country.  The  average  rate  in  the  various  industries  studied  was  40  cents  per  hour. 

Now  what  does  40  cents  per  hour  mean  in  yearly  earnings?  By  working  ten 
hours  per  day,  six  days  per  week,  fifty-two  weeks  per  year,  at  40  cents  per  hour, 
a laborer  receives  $1,248  annually.  Ten  hours  per  day  is  longer  than  many  laborers 
work,  many  have  a half-holiday  on  Saturday,  many  receive  less  than  the  average 
of  40  cents’,  per  hour,  many  are  unemployed  for  extended  periods  during  the  year  ; 
which  means  that  many  earn  considerably  less  than  $1,248  per  year — and  even 
this  amount  is  11  per  cent  below  our  minimum  budget. 

The  great  bulk  of  workers  in  factories,  shops  and  mines  are  unskilled  or  Sf'mi- 
skilled,  and  in  the  aggregate  several  million  of  them  earn  less  than  $1,500  per  year. 
Thus  we  see  that  income  statistics  and  wage  schedules  both  reveal  the  fact  that 
enormous  numbers  of  workers  do  not  earn  enough  to  support  themselves,  a wife 
and  three  children  in  health  and  decency 

It  is  easy  to  be  deceived  and  to  assume  that  the  high  wages  of  from  $10  to  $16 
per  day  paid  in  certain  trades  are  received  by  workers  in  general.  Statistics  show- 
ing the  number  of  automobiles  sold  and  other  luxuries  consumed,  the  number  of 
savings  accounts,  or  the  number  of  stockholders,  do  not  affect  the  validity  of  the 
evidence  cited  which  reveals  many  millions  of  poorly  paid  workers  in  the  United 
States,  (pp.  13,  14,  15) 
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in  a few  instances  the  principle  of  savings  constitutes  the  basis  of 
the  plan.  The  following  two  plans  are  perhaps  furthest  away  from 
the  general  principles  discussed  in  our  preceding  classifications. 


The  Independence  Monthly  Income  Bond  of  the 
Empire  Trust  Company 

The  Empire  Trust  Company,  New  York  City,  since  1919,  by 
arrangement  with  the  Massachusetts  Mutual  Life  Insurance  Com- 
pany,  has  had  a plan  for  the  purchase  of  “Independence  Monthly 
Income  Bonds.”  The  plan  is  as  follows:  Any  employee  or  junior 

officer  upon  notifying  the  company  of  his  or  her  desire  to  apply  to 
the  Massachusetts  Mutual  Life  Insurance  Company  for  an  Indepen- 
dence Monthly  Income  Bond  may  autliorize  the  deduction  from  his 
or  her  salary  of  any  sum  per  month,  not  less  than  |.5.00,  towards  the 
purchase  of  such  a bond.  To  those  employees  who  have  been  with  the 
company  less  than  five  years,  the  Trust  Company  duplicates  the 
amount  so  allotted  up  to  a maximum'  of  5 per  cent  of  the  monthly 
salaiy.  The  company’s  maximum  allowance  to  the  employee  in- 
creases to  seven  and  one-lialf  per  cent  of  the  monthly  salary  for  those 
employees  whose  term  of  service  with  the  company  has  been  from 
five  to  ten  years  and  to  ten  per  cent  for  the  employees  who  havd 
been  ten  years  or  more  in  the  employ  of  the  company. 

On  the  15th  of  every  month  the  company  hands  the  employee  a 
check  for  the  amounts  allotted  from  the  salary  together  with  the 
company’s  additions  thereto.  This  check  is  made  out  to  the  order 
of  the  insurance  company.  The  employee  saves  these  checks  until 
the  end  of  each  quarter  when  he  forwards  these  to  the  insurance 
company  in  payment  of  the  quarterly  premium  then  due. 

Upon  application  and  without  medical  examination  (unless  a 
disability  feature  is  desired)  the  insurance  company  then  issues  an 
‘‘Independence  Monthly  Income  Bond”  which  embodies  the  following 
features : 

(1)  A monthly  income  commencing  at  age  65  (or  other  age),  and 
continuing  for  life.  (2)  In  the  event  of  death  before  the  monthly 
income  commences,  the  beneficiary  will  receive  in  one  payment  an 
amount  equal  to  the  combined  payments  made  by  the  employee  and 
the  Trust  Company,  after  deducting  the  cost  of  the  disability  feature. 
(3)  In  the  event  of  death  after  the  monthly  income  has  commenced, 
but  before  120  monthly  payments  have  been  made,  the  beneficiary 
will  receive  the  balance  of  120  payments.  Monthly  income  is  thus 
payable  for  10  years  in  any  event,  and  as  much  longer  as  the  employee 
may  live.  (4)  In  the  event  of  permanent  total  disability  (if 
medical  examination  has  been  submitted  to  Avith  satisfactory  results) 
all  further  payments  by  employee  AviU  cease,  and  the  monthly  in- 
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come  will  commence  at  once,  and  continue  for  life.  (5)  After  the 
contract  has  been  in  force  one  year,  it  has  a cash  surrender  or  loan 
value  based  upon  the  contributions  of  both  tbe  employee  and  em- 
ployer. (6)  Upon  reaching  the  age  of  6o  (or  other  selected  age)  the 
employee  has  the  option  of  receiving  a lump  sum  instead  of  the 
monthly  income.  (7)  All  dividends  on  the  contract  are  allowed  to  ac- 
cumulate as  long  as  the  Trust  Company's  contributions  continue.  (S  ) 
The  bond  is  issued  directly  by  the  Insurance  Company.  It  becomes 
the  property  of  the  employee  and  all  amounts  contributed  thereto 
by  the  Timst  Company  are  irrevocable.  (9)  In  the  event  of  the 
termination  of  employment,  the  Bond  may  be  continued  at  its  full 
amount,  or  it  may  be  reduced  in  amount  to  otfset  the  loss  of  the  Trust 
Company’s  further  contributions,  or  it  may  be  cancelled  and  its  cash 
surrender  value  withdrawn,  or  it  may  be  converted  into  a paid-up 
annuity.  (10)  At  the  option  of  employee,  the  amount  of  the  Bond 
may  be  increased  or  reduced  at  any  time;  or  the  age  at  which  the 
monthly  income  payments  will  commence  may  be  altered. 

Also  at  the  option  of  the  employee,  any  amount  up  to  one-half  of 
the  check  issued  to  him,  may  be  applied  to  the  purchase  from  the  in- 
surance company  of  any  form  of  endowment  insurance,  the  dividends 
from  which  are  allowed  to  accumulate  as  long  as  the  Trust  Com- 
pany’s contributions  continue. 

Under  this  plan  it  is  shown  that  an  employee  beginning  to  make 
such  minimum  allotments,  at  say  age  35,  will,  after  30  years  of  serv- 
ice with  the  company,  be  able,  at  age  65,  to  retire  either  on  a monthly 
income  of  $58.94  or  will  be  able  to  draw  a lump  sum  of  |7,962.  Of 
this,  his  own  contributions  Avill  have  amounted  to  but  |3,150.00. 

The  Joseph  & Feiss  Company  Length  of  Service  Bonus 

The  Joseph  and  Feiss  Company,  Cleveland,  aims  to  provide  pen- 
sions for  their  aged  workers  through  a plan  known  as  the  “Length 
of  Service  Bonus.”  It  is  a veiy  simpile  plan.  It  consists  in  the  pay- 
ment of  a flat  amount  to  each  employee  for  each  day  of  attendance. 
This  payment  varies  from  5^  a day  for  employees  who  have  served 
for  more  than  one  year  to  $1.50  per  day  for  employees  Avho  have 
been  with  the  company  30  years  or  more.  This  bonus  is  deposited  in 
the  name  of  the  employee  in  a trust  conii)any  and  is  known  as  a pen- 
sion fund.  The  fund  cannot  be  withdrawn  by  the  employee  except 
upon  termination  of  employment,  or  in  case  of  special  emergencies 
upon  approval  of  one  of  the  corporation’s  executives. 

Advantages  and  Limitations  of  these  Plans 

The  negligible  number  of  these  unclassified  systems  does  not 
warrant  serious  discussion  of  these  as  probable  remedies  towards 
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the  solution  of  the  problem  of  old  age.  The  “Independence  Bond”  of 
the  Etnpire  Trust  Company,  as  a savings  and  thrift  plan,  has  much  in 
its  favor.  It  is  obvious,  however,  that  but  few  employees  can  be 
induced  to  allot  from  five  to  ten  per  cent  of  their  Avages  per  month 
towards  such  a savings  plan.  At  best  it  must  face  all  the  difficulties 
of  a voluntary  system  of  old  age  provisions.  Still  less  is  there  likeli- 
hood of  inducing  any  considerable  number  of  corporations  to  dupli- 
cate their  employee’s  contributions  up  to  10  per  cent  of  their  monthly 
salaries.  In  the  case  of  either  of  the  tAvo  plans  just  described,  ade- 
quate benefits  from  these  can  be  derived  only  by  employees  who  re- 
main with  their  respective  companies  for  the  greatest  part  of  their 
productive  lives,  which  takes  place  Avith  but  a minute  percentage  of 
the  total  number  of  wage-earners.  VieAved  from  whatever  point  of 
view,  they  offer  no  improvement  over  the  more  standardized  systems. 

SUMMARY 

In  revicAving  the  various  means  noAv  established  for  providing  the 
aged  workers  in  industry  Avith  a living  Avhen  too  old  to  earn  one,  it 
becomes  obvious  that  the  method  of  transferring  Avorn-out  workers 
to  lighter  jobs  can  only  be  exercised  to  a limited  extent.  Large 
scale  industry  cannot  afford  to  keep  men  on  the  payroll  Avho  are  un- 
able to  maintain  an  out  put  equal  to  the  average  in  their  class. 
Awarding  gratuities  informally  in  individual  cases  must  be  confined 
only  to  the  smaller  industries  and  are  at  best  merely  charitable 
donations  Avhich  cannot  be  properly  classed  as  pension  methods. 
Such  individual  “merit”  aAvards  are  in  line  with  the  traditional  policy 
of  philanthropy  to  “worthy”  servants,  and  are  repugnant  to  every 
self-respecting  Avage-earner.  Practices  of  this  sort  are  socially  harm- 
ful because  they  are  inherently  discriminatory  and  arbitrary. 

Only  the  fact  that  they  provide  a definite  structure  can  be  argued 
in  favor  of  the  formal  pension  plans  in  existance  today.  Except  in 
isolated  instances  the  receipt  of  a pension  by  the  employee  under 
these  plans  is  almost  as  insecure  as  under  the  informal  methods. 
Hardly  any  pension  fund  now  in  force  provides  legal  guarantees  of 
the  continued  payment  of  pensions  to  all  the  employees  in  the  service 
of  the  concern  operating  the  fund.  The  number  which  confer  any 
right  to  the  continuation  of  a pension  once  granted  is  negligible. 
In  most  instances,  the  latter  type  of  pension  plan  protects  the  com- 
pany against  excessive  claims.  With  their  long  service  requirements, 
stringent  character  provisions  and  disciplinary  clauses  these  funds 
can  only  apply  to  a small  proportion  of  all  the  workers.  A relatively 
small  percentage  of  wage-earners  stay  with  one  company  long  enough 
to  complete  20  or  30  years  of  service  and  attain  65  or  70  years  of 
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age,*®  thus  earning  the  right  to  a pension  under  these  plans.  Only 
corporations  employing  workers  on  a large  scale  can  afford  to  estab- 
lish systems  of  retirement  providing  even  these  modified  guarantees. 
As  they  exist  today  the  majority  of  pension  funds  are  merely  prom- 
ises. One  writer  sums  up  the  situation  as  follows: 

“These  plans  merely  say  to  the  worker  that  sometliing  may  and  probably  will  be 
done,  if  everything  turns  out  the  way  we  expect  it,  and  if  you  spend  all  your  life 
working  for  us,  and  if,  when  the  time  to  pay  the  pension  comes,  we  feel  about  it 
as  we  do  now.” 

The  “deferred  single  premium  annuities”  plan  on  the  proprietory 
principle  which  is  obviously  the  most  equitable  to  all  concerned,  if 
adopted  by  industry  on  a large  scale,  would  provide  an  absolutely 
safe  means  of  care  in  old  age.  American  business,  however,  does  not 
now  see  its  way  to  pay  the  heavy  cost  of  this  plan.  It  refuses  to 
accept  this  principle  also  because  it  does  not  afford  the  direct  bene- 
fits to  the  particular  industry  which  a pension  plan  is  expected  to 
yield. 

The  deferred  annuity  based  on  long  service  like  the  discretionary 
plans  applies  only  to  those  few  employees  who  stay  with  one  concern 
many  years.  It  provides  no  protection  for  the  great  mass  of  workers 
who  must  move  from  place  to  place  and  from  job  to  job.  And  from 
the  point  of  view  of  the  individual  worker  as  well  as  that  of  society, 
such  a force  impelling  prolonged  service  may  not  be  highly  desirable. 

Employee-managed  pension  associations  are  merely  voluntary 
institutions  such  as  have  everywhere  failed  to  meet  the  requirements 
of  those  who  are  likely  to  be  most  in  need  of  such  relief.  They  are 
as  inadequate  and  unsound  from  an  actuarial  standpoint  as  the  non- 
contractual plans  of  employers. 

Thus  the  conclusion  is  forced  that  the  present  measures  for  the 
protection  of  the  aged  workers  in  industry  are  thoroughly  ineffective 
and  financially  unreliable.  Such  plans  cannot  hope  to  cope  with  the 
problem  as  a whole  inasmuch  as,  of  necessity,  they  must  be  confined 
only  to  the  larger  industries  and  cannot  be  easily  carried  by  con- 
cerns employing,  say,  less  than  100  workers  each,  which  latter  con- 
stitute over  90  per  cent  of  the  industrial  establishments  in  the  United 
States.  Estimates  based  on  the  best  available  information  warrant 
the  statement  that  in  the  entire  United  States  there  are  not  more 
than  90,000  persons  now  in  receipt  of  a pension  from  the  industries 
in  which  they  have  spent  the  greater  part  of  their  lives.  At  most 
these  pensioners  represent  but  from  5 to  6 per  cent  of  the  needy  aged. 


* ^Extensive  studies  of  labor  turnover  conducted  by  the  U.  S.  Bureau  of  Labor  Statistics 
revealed  that  only  3.4  per  cent  of  male  workers  and  2.4  per  cent  of  female  workers  were  found 
to  remain  with  one  concern  over  20  years,  (see,  Brissenden  and  Frankel,  Labor  Turnover 
in  Industry,  p.  126.) 
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We  may,  therefore,  close  with  the  words  of  an  early  student  of  the 

problem,  which  appear  to  be  as  true  today  as  they  were  when  first 
written  almost  20  years  ago. 

It  may  l)e  conclu<led  that  tlie  efforts  which  industrial  corporations  are  making  for 
the  i-eliof  of  old  age  dependency,  in  view  of  tlieir  paucity  and  variety,  do  not  give 
sati.sfactory  ground  of  hope  that  the  ultimate  solution  of  the  problem  can  be  reached 
in  this  way.  At  best  their  efforts  are  makeshifts  ; and  their  chief  value  is  that  of  a 
guide  hoard  along  the  roadway  of  the  ultimate  happy  destiny  of  the  army  of 
American  toilers. 


^^Lee  Welling  Squier,  “Old  Age  Dependency  in  the  United  States”  p.  108, 
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CHAPTER  III 

GENERAL  PROVISIONS  OF  INDUSTRIAL  PENSION  PLANS 

A superficial  examination  of  the  pension  plans  now  in  existence 
might  seem  to  indicate  that  all  or  most  of  the  employees  of  a corpora- 
tion introducing  a pension  plan  stand  to  benefit  by  it.  A closer  study 
of  these  systems,  however,  discloses  that  they  are  heavily 
weighted  with  innumerable  specific  reqiiirements  which,  though 
doubtless  essential  from  the  viewpoint  of  the  particular  establishment, 
preclude  the  great  mass  of  workers  from  benefiting  from  these  plans. 
The  various  requirements  provided  for  the  fulfillment  of  a pension 
claim  under  these  plans  are  discussed  in  this  chapter. 

Classes  of  Workers  Covered  by  Pension 
Plans 

The  great  majority  of  the  industrial  pension  plans  in  existence 
provide  no  stricter  qualifications  for  eligibility  to  a pension  plan  than 
the  requirement  that  the  employee  must  have  been  a regular  full-time 
worker  and  has  given  the  full  length  of  service.  Most  of  these  systems 
make  no  distinction  between  officers  and  employees,  although  a num- 
ber exclude  high  executive  officers.  A few  others  limit  the  pension 
to  those  earning  below  a specific  amount  which  ranges  from  fl,o00  to 
$4,000  a year.  Five  plans  limit  the  pension  system  to  “clerks”  and 
salaried  employees  only.  One  fund  is  limited  to  the  “administrative, 
selling  and  supervisory  forces.” 

Fourteen  plans  require  membership  in  the  plant  mutual  benefit 
association  for  eligibility  to  pensions  usually  with  a stipulated  period 
of  membership.  Generally,  in  these  instances,  the  empolyees’  contri- 
butions go  toward  the  regular  relief  benefits  paid  by  these  associations 
while  the  pension  expenditures  are  met  entirely  by  the  company. 
One  excludes  all  members  of  the  mutual  benefit  association ; another 
covers  only  the  employees  who  have  entered  its  service  prior  to  a 
certain  date  and  excludes  all  those  entering  the  service  after  that 
date.  Twelve  others  limit  the  pension  benefits  to  those  employees 
who  were  under  40  to  50  years  of  age  when  entering  the  service. 
Many  of  those  which  do  not  have  the  latter  provision  generally  en- 
force the  same  regulation  by  having  a maximum  hiring  age  of  :>5 
years  for  unskilled  workers  and  45  years  of  age  for  experienced 
workmen.  The  contributory  plans  in  a number  of  cases  provide  that 
employees  under  21  years  of  age  are  not  required  to  make  contribu 
tions,  but  the  years  worked  before  the  employee  comes  of  age  are  not 
counted  as  part  of  the  period  of  continuous  service  in  qualifying  for 
a pension. 
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Extent  and  Method  of  Employee’s  Contributions  to 

Pension  Plans 

Of  361  plans  reporting,  only  28  require  contributions  on  the  part  of 
all  or  some  of  their  employees.  In  the  other  plans  contributions 
from  employees  are  optional.  Financial  institutions  are  the  leaders 
in  the  establishment  of  contributory  funds;  about  one-third  of  the 
pension  systems  studied  by  the  Commission  having  been  adopted  by 
these  establishments.  These  contributions  are  generally  based  upon 
a fixed  percentage  of  the  salary  of  the  employee  deducted  at  regular 
intervals  from  the  ])ayroll.  The  employees’  contributions  range  from 
a fiat  sum  varying  from  8^'  a month  to  five  per  cent  of  the  employees’ 
weekly  or  monthly  salary  oi*  wage.  Of  the  28  contributory  systems 
studied,  the  contributions  in  two  cases  are  from  one  to  one  and  a half 
l»er  cent  of  wages  or  salaiy;  3 plans  require  contributions  from 
2 to  3 per  cent  of  the  salary,  14  contribute  from  3 to  5 per  cent,  one 
from  5 to  10  per  cent,  6 specify  fiat  contributions  while  in  one 
instance  the  contributions  are  in  accordance  with  the  age  when  join- 
ing the  fund  and  the  wages  earned ; while  in  another  the  contribu- 
tions are  based  upon  a percentage  of  the  annuity  premium.  In  most 
cases  where  a si>ecified  percentage  of  salaiy  is  deducted,  contributions 
are  limited  to  a certain  amount  of  the  salary.  Generally,  no  contribu- 
tions are  paid  on  excess  of  salaries  over  f4,000  or  $6,000  a year. 
Rarely  are  the  contributions  to  these  plans  based  upon  actuarial 
calculations  and  the  great  majority  have  been  formulated  only  upon 
principles  of  expediency.  Generally  also,  the  salary  percentage  basis 
])revails  in  the  salaried  classes  while  the  flat-rate  contributions  apply 
mostly  to  the  industrial  group.  Contributions  to  these  plans  are 
usually  obligatory  upon  new  employees  but  are  optional  with  em- 
ployees who  were  in  the  service  of  the  company  prior  to  the  inaugura- 
tion of  the  plan.  In  case  of  dismissal  or  resignation  provisions  are 
usually  made  for  the  return  of  the  employee’s  contributions  generally 
with  interest  of  3 or  4 per  cent.  In  a few  cases  no  interest  is  granted 
upon  contributions  made,  while  one  company  provides  for  the  return 
of  only  one-half  of  the  contributions  in  case  of  voluntary  withdrawal 
of  the  employee. 


How  Pension  Systems  are  Administered 

The  existing  pension  systems  are  administered  in  the  following 
manner : 

By  officials  or  board  of  directors  of  company  directly 
or  by  a separate  ])ension  board  appointed  by  them  ....  208 

By  pension  board  made  up  of  company  officials  and 
appointed  emjiloyee  representatives  


5 
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By  pension  board  made  up  of  company  officials  and 


re})resentatives  of  employees  elected  by  employees  . . 27 

By  employees  through  mutual  relief  associations  . . 5 

By  emj)loyees  through  separate  associations  0 

By  insurance  companies 7 

Not  reported 112 


Total  370 


As  disclosed  in  the  above  table,  with  only  few  exceptions,  the 
present  formal  non-contributory  pension  systems  give  no  representa- 
tion to  their  employees  in  the  administration  of  these  funds.  Of 
258  systems  reporting  on  this  point,  208,  or  more  than  three-fourths, 
have  no  employee  representatives  on  their  boards.  In  the  smaller 
concerns,  the  funds  are  generally  administered  either  by  the  officers 
or  board  of  directors  themselves.  In  the  larger  establishments  a 
pension  board  appointed  by  these  officials  and  generally  made  up 
of  “either  officers  or  employees”  is  in  charge  of  the  administration 
of  the  system.  In  only  32  of  the  discretionary  funds — about  half  of 
which  are  based  on  the  contributory  principle — is  the  pension  board 
made  up  of  officials  appointed  by  the  company  and  elected  or  ap- 
pointed repres'entatives  of  the  employees.  Even  in  many  of  the  con- 
tributory funds  the  employees  are  either  given  no  representation 
whatsoever  or  are  given  only  a minority  control  in  the  management 
of  these  funds.  The  number  of  plans  which  permit  the  freely  elected 
representatives  of  the  employees  to  assist  in  the  control  of  the  funds 
is  negligible. 

Five  funds  are  managed  directly  through  the  relief  association. 
Six  pension  associations  have  been  organized  by  the  employees  them- 
selves and  are  either  entirely  or  partially  independent  of  the  com 
pany  while  seven  others  are  administered  by  insurance  companies 
under  the  newer  methods  of  funding  pensions.  The  boards  in  charge 
usually  pass  on  all  applications  for  pensions  and  make  awards  in 
accordance  with  the  facts  in  the  case  and  the  rules  officially  laid 
down.  Discretion  is  generally  given  them  to  interpret  the  rules  in 
specific  cases.  The  board’s  decisions  are  final.  Subject  to  the  ap- 
proval of  the  board  of  directors,  the  pension  board  is  generally  given 
the  right  to  modify,  alter,  suspend  or  abolish  the  rules  at  its  dis- 
cretion. 

Retirement  Ages 

One  of  the  primary  purposes  of  a pension  plan  is  to  provide  a 
method  of  replacing  the  older  and  less  capable  employees  by  younger 
and  more  competent  workers.  Age  alone,  however,  may  not  be  suffi- 
cient proof  of  a lower  vitality  and  inferior  productivity.  Many 
elderly  employees  are  still  physically  and  mentally  capable  of  con- 
tinuing their  work,  and,  sometimes,  because  of  their  familiarity  and 
experience,  are  very  useful  to  the  establishment.  For  this  reason 
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most  pension  plans  provide  for  minima  and  maxima  ages  of  retire- 
ment, i.  e.  one  age  at  Avliich  retirement  is  supposed  to  be  compulsory 
and  another  when  tlie  retirement  may  be  permitted  either  at  the  dis- 
cretion of  the  pension  authorities  or  upon  the  request  of  the  employee 
with  the  approval  of  the  pension  board. 


TABLE  IV 

Compulsory  and  Voluntary  Ketirement  Ages  by  Sex 


Age  of  Retirement 

Men 

Women 

Compulsory 

Voluntary 

Compulsory 

Voluntary 

75 

1 

70  

85 

17 

51 

15 

6.5-70 

2 

6 

2 

5 

65  — - 

56 

88 

36 

43 

60-7f> 

2 

29 

60 

55 

37 

41 

55-65 

21 

2 

15 

4 

18 

50 

14 

50  

3 

29 

Age  not  specified _ 

115 

41 

115 

41 

Total  

261 

264 

261 

264 

As  seen  from  the  above  table,  146  of  the  261  plans  reporting  on  this 
point  provide  for  such  compulsory  ages,  while  223  of  the  264  plans 
reporting  have  fixed  minimum  ages  of  retirement.  The  highest  age 
for  compulsory  retirement  is  generally  70  years  although  one  plan 
sets  it  at  75  for  males ; a great  many,  however,  set  the  maximum  limit 
at  65  years  of  age  for  males  and  60  to  65  for  female  workers.  The 
lowest  minimum  ages  are  in  most  instances  from  55  to  65  years,  al- 
though a considerable  number  also  permit  the  voluntary  retirement 
of  female  workers  as  early  as  50  years  of  age.  The  one-hundred  and 
fifteen  systems  which  provide  no  compulsory  retirement  and  the 
forty-one  establishments  which  do  not  stipulate  the  voluntary  retire- 
ment ages  leave  these  to  be  decided  at  the  option  of  the  pension  board. 

Eetiremenf  at  the  lowest  ages  is  generally  either  at  the  request  of 
tlie  employee  or  at  the  recommendation  of  the  head  of  the 
department  while  the  maximum  age  is  nominally  compulsory  for 
all  Avorkers.  Exceptions,  however,  are  made  in  favor  of  high  execu- 
tives as  Avell  as  other  valuable  employees  aa4io  may  be  continued  in 
the  service  at  the  discretion  of  the  board.  Some  plans  leave  the 
retirement  age  to  depend  entirely  upon  the  years  of  service  w^hile 
in  others  some  degree  of  disability  is  required  before  retirement  is 
permitted  on  the  voluntary  ages. 

In  most  plans  the  difference  between  the  Voluntary  and  compul- 
sory ages  of  retirement  is  5 years  although  a number  raise  it  up  to 
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10  years.  The  retirement  of  women  workers  is  generally  set  at  from 
5 to  10  years  below  that  of  male  workers  though  a considerable 
number  make  no  distinction  in  these  retirement  ages.  In  a few  cases 
the  retirement  of  certain  classes  of  em^iloyees,  such  as  railroad 
engineers,  compared  to  other  classes  of  railroad  employees,  or 
factory  workers  as  contrasted  with  salaried  employes,  is  made 
compulsory  at  a somewhat  earlier  period.  It  is  significant  that  while 
in  the  older  plans  70  years  of  age  was  practically  the  universal  re- 
tirement age,  the  newer  plans  provide  for  a lower  age — mostly  from 
G5  to  70  for  male  workers  and  60  to  6.5  for  female  workers,  thus 
supporting  the  contention  that  as  industry  develops  the  older  work- 
ers become  less  and  less  valuable  to  the  industrial  establishment.  In 
view  of  the  low  pensions  generally  granted,  employees  are  not  too 
eager  to  retire  earlier  than  they  must.  In  spite  of  required  high 
maximum  ages  experiences  of  most  pension  plans  demonstrate  that 
the  actual  average  age  of  workers  retired  is  considerably  lower 
than  the  established  compulsory  age  of  retirement.’^ 

TABLE  V 

Years  of  Service  Required  for  Compulsory  and  Voluntary 

Retirement  by  Sex. 


Tears  of  Service 

Men 

Women 

Compulsory 

Voluntary 

Compulsory 

Voluntary 

o 

9 

1 

1 

1 

i 

1 

6 

9 

6 

9 

25-30  

1 

7 

1 

7 

29 

45 

26 

42 

1 

1 

1 

1 

20-30  

2 

23 

3 

19 

20-25  

1 

5 

1 

8 

iO 

83 

78 

88 

--  - 

3 

3 



1 

1 

. _ _ 

1 

1 

15-20  

2 

2 

2 

2 

1.S 

IS 

18 

17 

1 

1 

0 

9 

r> 

9 

3 

No  service  period  stipulated  _ — - 

115 

48 

115 

48 

Total  

258 

262 

268 

282 

Complementary  to  the  age  eligibility  requirement  is  the  stipula- 
tion in  most  plans  for  a certain  minimum  period  of  continuous  ser- 
vice. In  the  largest  number  of  cases  both  of  these  conditions  must 
have  been  complied  with  before  an  employee  may  be  awarded  a pen- 

’The  situation  in  the  case  of  the  United  States  Steel  and  Carnegie  Pension  Fund  illustrates 
this  condition.  Although  the  compulsory  age  limit  in  this  Fund  is  set  at  from  65  to  70  years, 
the  average  age  of  the  employees  retired  in  1925  was  62.7  years. 
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sion.  Even  m those  systems  where  compulsory  retirement  ages  are 
established,  a stated  period  of  service  is  insisted  upon.  The  number 
of  years  required  for  such  service  qualification  varies  widely  with 
the  different  plans  and  ranges  from  five  years  in  three  systems  to  40 
years  in  two  others.  The  outstanding  period  of  service  required  is 
20  years,  about  30  per  cent  of  the  concerns  reporting  require  this 
period  for  compulsory  retirement,  and  some  32  per  cent  stipulate 
tills  period  for  voluntary  retirement.  The  most  frequent  require- 
ment is  from  20  to  25  years  of  service,  over  40  per  cent  of  the  funds 
setting  this  period  for  compulsory  retirement  and  about  half  requir- 
ing this  for  optional  retirement. 

While  women  employes  in  many  concerns  are  permitted  to  retire 
at  earlier  ages  than  male  employees  only  few  are  satisfied  with  a 
lower  service  period  for  women  workers.  The  majority  require  the 
same  length  of  service  for  both  men  and  women  workers.  A few 
plans  also  raise  or  lower  the  retirement  ages  in  inverse  ratio  to  the 
length  of  service,  i.  e.  retirement  is  made  permissable  at  the  age  of 
55  after  20  years  of  service  and  at  50  after  30  years  of  service.  Some 
also  permit  retirement  after  specified  extended  periods  of  service 
regardless  of  age.  A number  of  systems  leave  the  service  period  to 
be  decided  by  the  pension  board  and  make  no  definite  service  pro- 
visions on  this  point.  Generally,  where  discretionary  retirement  is 
permitted  after  short  terms  of  service,  it  is  applied  only  in  cases  of 
total  incapacity  of  the  employee. 

Where  continuity  of  service  is  required,  only  a few  plans  permit 
no  interruption  whatsoever.  Only  one  plan  was  found  which  provided 
that  if  an  employee  leaves  the  service  voluntary  for  one  day  he  loses 
all  his  accumulated  pension  rights.  On  the  other  hand  a Canadian 
plan  declares  that;  “Employees  age  50  years  or  upwards  who  shall 
have  been  in  service  for  15  years  or  upwards  may  on  their  discharge 
(otherwise  than  for  misconduct)  be  considered  eligible  for  pensions”. 
Generally,  absence  caused  by  illness  or  other  such  emergencies,  es- 
pecially if  not  for  prolonged  periods,  does  not  constitute  a break  in 
the  service.  The  same  is  true  of  short  periods  of  leave  of  absence 
with  the  consent  of  the  company  and  during  layoffs,  etc.  Usually,  it 
is  specified  that  if  these  absences  continue  for  periods  longer  than 
six  months,  or  in  some  cases  for  over  1 year,  they  constitute  breaks 
in  the  continuity  of  service  and  employees  lose  all  credit  for  previous 
employment.  Voluntary  resignation,  absence  without  notice  or  leav- 
ing the  service  on  strike  orders  generally  constitute  definite  breaks 
in  the  continuity  of  service. 

In  the  contributory  plans  the  employee’s  status  is  determined 
more  by  his  contributions  than  by  the  continuity  of  service.  Unless 
he  has  entirely  withdrawn  his  contributions  or  interrupted  them  for 
a long  time,  claims  to  a pension  are  reduced  but  not  entirely  can- 
celled- When  a compulsory  age  of  retirement  is  established  in  con- 
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nection  with  a definite  period  of  service,  there  is  usually  a provision 
that  employees  below  a certain  age  cannot  be  employed.  This  is  for 
the  purpose  of  excluding  those  who  cannot  acquire  a sufficient  period 
of  service  to  entitle  them  to  pension  rights  under  the  plan. 

How  Pensions  are  Computed  and  Amount  of  Same 

The  basic  principles  taken  into  account  in  computing  pension 
amounts  may  be  classified  as  follows;  (a)  Length  of  service  and  the 
salary  earned,  (b)  In  accordance  with  salary  only,  (c)  In  accord- 
ance with  salary  and  a progressive  length  of  service,  (d)  Arbitrary 
or  fixed  pension  sums,  (e)  Miscellaneous  computations. 

(a)  Most  of  the  pension  plans  calculate  their  annuities  upon  a 
certain  percentage  of  the  average  yearly  salary  earned  during  the 
5 or  10  preceding  retirement  which  parcentage  is  mutiplied  by  the 
number  of  years  of  service,  e.  g.  1 per  cent  of  the  average  monthly 
wages  of  say  flOO  earned  during  the  last  10  years  preceding  retire- 
ment multiplied  by  30  years  of  service  would  give  a pension  of  |30 
a month.  In  a few  instances  the  years  of  salary  taken  as  the  basis 
for  calcualtion  are  not  necessarily  the  one  immediately  preceding 
retirement  but  the  consecutive  years  of  highest  salary.  Frequently, 
the  average  total  salary  used  for  purposes  of  calculation  is  limited 
to  a specified  sum.  Generally,  salaries  over  $4,000  are  not  considered 
for  this  pupose.  Under  this  system  the  total  amount  of  the  pension 
is  in  direct  ratio  to  the  length  of  service  and  salary.  The  lack  of 
uniformity  even  in  these  provisions  is  shown  by  the  fact  that  these 
percentages  range  from  one  per  cent  of  these  annual  earnings  in  114 
firms,  to  two  and  one-half  and  three  per  cent  in  three  other  establish- 
ments. Over  one-third  calculate  their  annuities  upon  the  basis  of  one 
per  cent  of  the  average  wages. 

The  various  salary  percentages  taken  for  each  year  of  service  by 
the  firms  computing  their  monthly  pensions  on  this  basis,  are  as 
follows : 

Percentage  Number 

Basis  of  Plans 

(1)  1 per  cent  of  average  wages  114 

(2j  More  than  1 per  cent  but  less  than  2 per  cent  of 

average  wages  47 

(3)  2 per  cent  and  more  but  less  than  3 per  cent  of 

average  wages  58 

(4)  Two  and  one-half  per  cent  to  3 per  cent  of  aver- 
age wages  3 

Pensions  are  calculated  also  in  the  following  fashion: 

(5)  By  multiplying  from  one-fourth  to  one-half  of 

one  per  cent  of  first  $50  of  average  monthly 
wages  and  three-fourths  of  one  per  cent  for  the 
balance  in  excess  of  $50.00  by  the  number  of 
years  of  service 2 
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Percentage  Number 

Basis  of  Plans 

(6)  Bj  multiplying  one-twelftli  of  one  and  one-lialf 
per  cent  of  the  highest  annual  pay  by  the  number 

of  years  of  service  2 

(7)  By  granting  an  amount  of  10  per  cent  of  average 

monthly  pay  for  last  three  to  ten  years,  plus  one 
per  cent  of  the  same  amount  for  each  year  of 
service  5 

(8)  By  granting  an  annuity  equal  to  a specified  per- 
centage of  the  aggregate  salary  earned  while  in 

tlie  service  of  the  company  1 

(0)  By  multi]>lying  from  1/50  to  1/80  of  the  average 
salai'y  paid,  l)y  the  number  of  years  of  service  to 
determine  tlie  annual  pension  7 


(b)  More  than  any  other  method,  the  calculation  of  pension 
mainly  upon  tlie  salary  basis  gives  recognition  to  the  established 
standard  of  living  of  the  employee.  This  basis  is  used  in  the 
following  computations : 


( 1 )  By  the  straight  grant  of  from  one-fonrth  to  two- 

tliirds  of  the  average  annual  pay 21 

(2j  By  the  grant  of  50  ]>er  cent  of  annual  salary  for 
first  year  of  retirement  and  25  per  cent  of  salary 
tliereafter  1 

(3)  By  a pension  “in  proportion  to  earnings” 3 

(4)  By  taking  one  and  one-lialf  per  cent  of  the  first 

fl200  salary  i)lus  one  per  cent  for  the  balance  in 
excess  of  |i200  2 


(c)  Concerns  calculating  their  retirement  allowances  more  on  the 
length  of  service  princiide,  usually  have  a progressive  increase  in  the 
percentage  basis  taken  in  proportion  to  the  years  in  service,  thus 
placing  a premium  upon  the  longer  period.  They  determine  their 
pension  amounts  variously  as  follows : 

(1)  By  nuilti])lying  one  jier  cent  (»f  average  Av^ages 
during  last  five  or  ten  years  after  20  years  of 
service  and  tAvo  ])er  cent  after  35  years  of  service  1 

(2)  By  multiplying  from  one  and  one-half  to  tAVO  per 

cent  of  average  Avages  diiiring  the  ten  years  pre- 
ceding retirement  for  first  10  to  20  years  of  service 
and  alloAAung  from  one-half  to  1 per  cent  addi- 
tional for  each  year  above  that 2 

(3)  By  granting  one-fourth  of  aAmrage  salary  plus  |10 
])er  month  if  in  service  from  20  to  30  years.  If 
more  than  30  years,  one-third  of  salary  plus  |10 

a month  is  paid 3 

(4)  By  granting  from  25  per  cent  to  50  ]>er  cent  of 

average  pay  during  last  ten  years  and  adding  one 
per  cent  for  each  year  in  excess  of  20  years  of 
service  
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Percentage  Number 

Basis  of  Plans 

(5)  By  granting  “a  percentage”  of  monthly  wages  in 

accordance  with  the  length  of  seiwice 4 

(6)  By  granting  one-half  of  the  specified  sick  benefits 
after  ten  years  of  servdce  and  adding  5 per  cent 

for  each  service  term  of  5 years  after  10 1 


(d)  Flat  Pensions. 

While  in  the  majority  of  cases  both  length  of  service  and  salary 
earned  is  taken  into  consideration  in  determining  the  amount  of 
pensions,  a number  of  establishments  arbitrarily  fix  a fiat  sum  pay- 
ment as  a pension  which  in  most  cases  gives  no  consideration  to 
either  the  salary  received  or  the  length  of  service,  although  a few 
grade  them  in  accordance  with  the  years  of  service.  The  amount 
is  found  to  range  from  $10  to  $60  a month.  These  concerns  generally 
require  prolonged  service  periods  for  eligibility  to  a pension  and  do 
not  feel  that  further  incentives  are  necessary.  Twenty-one  systems 
provide  for  such  flat  pension  payments. 

(e)  Miscellaneous  Methods  of  Pension  Calculations. 

Two  plans  of  those  studied  set  no  stipulated  method  of  computing 
the  pension  and  leave  the  determination  of  the  amount  to  the  discre- 
tion of  the  board  of  directors;  two  of  the  contributory  plans  base 
these  amounts  in  accordance  with  the  schedules  of  contributions  made 
by  the  employee.  In  another  plan  the  rates  depend  upon  the  length 
of  membership  in  the  plant  mutual  benefit  association.  One  firm 
simply  grants  $1  a month  for  each  year  of  service.  Another  accumu- 
lates it  on  a system  of  bonuses  in  which  the  company  sets  aside  five 
cents  a day  for  each  year  of  service  up  to  30  years,  and  $1.50  per 
day  after  that  period,  while  in  another  case  the  pension  depends  on 
the  accumulations  of  the  profit  sharing  plan  of  the  company.  Seven 
are  purchasing  annuities  from  insurance  companies,  the  amounts 
of  which  will  mainly  depend  upon  the  length  of  service. 

In  addition  to  the  establishment  of  a regular  method  of  computing 
the  pension  allowance,  most  pension  plans  provide  also  for  maxima 
and  minima  rates  which  modify  and  limit  the  regular  pension  bases. 

Amount  and  Adequacy  of  Pension  Allowance 

It  is  obvious  that  no  pension  plan  can  be  effective  unless  the  amount 
allowed  upon  retirement  is  at  least  fairly  sufficient  to  meet  the  em- 
ployees’ needs  with  some  consideration  of  a reasonable  standard  of 
living.  The  American  pension  plans  rarely  take  this  factor  into 
consideration.  We  have  just  seen  the  confusing  variety  of  the 
methods  followed  in  calculating  the  pension  amounts.  For  workers 
drawing  the  lower  wage  rates  a pension  allowance  based  upon  one 
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per  cent  of  the  average  wages  is  inevitably  so  inadequate  as  to 
eliminate  every  incentive  on  their  part  to  retire.  This  is  now  gener- 
ally recognized.  Enijjloyers  of  labor  are  finding  it  continuously  more 
difiicult  to  induce  aged  and  incompetent  workers  to  retire  at  earlier 
ages  upon  their  own  volition.  Under  plans  which  require  no  minimum 
service  nor  a maximum  hiring  age,  the  service  records  are  frequently 
too  short  to  yield  an  adequate  pension  at  retirement.  As  stated  by 
the  executive  of  a public  utility  concern: 

“\\  e believe  the  rules  should  provide  for  a miriimuin  pension  as  we  have  a 
number  receiving  less  than  $20  a month.  Most  of  these  represent  the  greatest  need.” 

To  overcome  this  difliculty  many  plans  establish  a minimum  basis  of 
pension  amount.  To  protect  themselves  further  against  excessive 
pensions  in  the  case  of  higli  salaried  officers,  maximum  annuities  are 
established.  But,  the  striking  difference  between  one  concern  and 
another  in  the  maxima  and  minima  payments  allowed  as  well  as  the 
remarkable  differences  in  the  two  extremes  in  the  same  concerns, 
indicates  that  there  is  no  single  principle  guiding  American  in- 
dustries in  determining  the  amount  of  the  pension  to  be  allowed. 
The  computations  determining  these  amounts  are  obviously  set  up  in 
an  ai'bitrary  manner  and  the  amount  of  the  pensions  ranges  from 
auuities  of  $5.00  a month  in  three  plans  to  a maximum  of  $6,000  a 
year  in  thirteen  other  establishments.  As  seen  from  the  table  below 
the  large  majority  of  plans  reporting  have  both  maxima  and  minima 
provisions.  Approximately  57  per  cent  of  these  provide  for  mini- 
mum pensions  of  $20  to  $40  jter  month  while  the  largest  single  group 
of  those  establishing  a maximum  pension,  limit  these  to  $100  a 
month.  A considerable  number  of  the  concerns  set  no  extra  limits 
to  the  pensions  and  leave  their  amounts  to  be  guided  by  the  estab- 
lished rules  of  calculation. 

TABLE  VI 

Maxima  and  Minima  Pension  Benefits 


Maximum  Limits 

Number 

of 

Concerns 

Under  $200  per. year  

1 

$200  to  $300  per  year  

4 

^OO  too  $600  per  year 

5 

$000  to  $1,200  per  year 

29 

$1,200  per  year  

35 

$1,500  per  year  

10 

$1,800  per  year  ..  

12 

$2,000  to  $3,000  per  year 

14 

$3,000  to  $5,000  per  year 

11 

$5,000  ner  vear 

20 

$6,000  per  year  

13 

30%  to  50%  of  salary 

3 

50%  to  75%  of  salary  ...  

32 

No  maximum  set 

50 

Total  

239 

Minimum  Limits 


$5  and  under  $10  per  month 

$10  to  $20  per  month 

$20  to  $25  per  month 

$25  to  $30  per  month 

$30  to  $40  per  month 

$40  to  $50  per  month 

$50  to  $-75  per  month 

$100  per  month 

20%  ot  salary  

30%  of  salary  

No  minimum  set 

Total 


Number 

of 

Concema 


8 

41 

41 

49 

40 

3 

9 

1 

1 

1 

40 


229 
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While  the  maximum  and  minimum  limits  set  in  the  pension  plans 
would  seem  to  attempt  to  balance  up  what  might  otherwise  be  very 
inadequate  pension  allowances,  the  average  pension  actually  paid  by 
many  concerns  tends  more  closely  to  approximate,  as  would  be  ex- 
pected in  view  of  the  large  number  of  lower  salaried  workers,  the 
minimum  rather  than  the  maximum  limit.  Although  the  maximum 
pension  allowed  by  the  United  States  Steel  Company  is  $100  a month, 
the  average  pension  granted  1,122  new  pensioners  in  1925  was  $43.20. 
Of  59  concerns  recently  reporting  their  average  pensions  to  the  United 
States  Department  of  Labor,  the  following  pensions  were  found  to  be 
paid: 


TABLE  VII 

Average  Pension  Paid 


Average  Number  of 

Pension  Plans 

Tinder  |20  a month  3 

$20  and  under  $30 8 

$30  and  under  $40 14 

$40  and  under  $50 19 

$50  and  under  $60 5 

$60  and  under  $75 4 

$75  and  under  $100 2 

$100  and  over  4 


The  Bureau  of  Labor  Statistics  of  the  United  States  Department 
of  Labor  goes  on  to  state; 

A study  of  these  plaus  shows  that  there  is  much  variation  in  the  average  pension, 
e\en  when  the  same  maxima  and  minima  are  set.  Five  of  those  included  had 
maxima  ranging)  from  $200  a month  upward,  and  the  average  pensions  paid  during 
the  latest  fiscal  year  were  respectively  .$28,  $33,  $36,  $85,  and  $110  a month.  Six 
had  maxima  ranging  from  $125  to  $175  inclusive ; the  average  pensions  paid  under 
these  were  in  two  cases  $40,  in  one  $47,  and  in  one  $37,  in  one  $55  and  in  one 
$57  a month.  Four  had  maxima  of  $100  a month,  and  paid  average  i)ensions  of 
$34,  $37,  $49,  and  $60  a month,  and  two  with  a maximum  of  $75,  paid  average 
pensions  ofi  $40  and  $41. 

Of  three  companies  having  a minimum  of  $18  a month,  one  paid  an  average 

pension  of  $24,  one  of  ,$28,  and  the  third  of  $36  a month.  One  company  w’ith  a 

minimum  of  $,50  a month  paid  an  average  of  $55,  wdiile  another  with  a minimum 
of  $25  a month  paid  an  average  of  $100.  In  a group  of  nine  companies  which  had 
not  included  in  their  plans  any  minimum  limit  the  average  paid  ranged  from  $10 
to  $63  a month,  hut  in  only  two  of  these  cases  was  the  average  pension  less  than 
$35  a month,  while  in  five  it  was  $40  or  over.  The  eases  in  which  the  average 

pension  fell  below  $25  a month  were  very  few.  (^) 

^Monthly  Labor  Review,  Jan.  1926,  pp.  46-47. 
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Term  of  Kegular  Pension 

Assuming  tlifit  the  obligations  will  be  met  and  nothing  unforeseen 
will  und(winine  the  company’s  prosperity,  a pension  once  granted  is 
generally  given  for  the  life  of  the  pensioner.  A few  plans,  however, 
grant  it  only  for  a period  of  five  to  10  years  while  five  others  award 
pensions  for  life  only  after  25  years  of  seiwice;  otherwise,  these  con- 
cerns grant  this  allowance  only  for  as  many  years  as  the  number  of 
years  of  service  the  employee  has  rendered  to  the  company.  One 
concern  reports  that  it  “does  not  commit  itself  to  continue  pensions 
indefinitely.  The  list  is  reviewed  each  year.”  Another  plan  has  a 
form  of  insurance  which  allows  the  retired  employee  a fiat  sum  of 
money  ranging  from  $1,000  to  $3,000  in  accordance  with  the  salary 
earned. 

Pensions  in  Case  of  Incapacity 

While  workmen’s  compensation  laws  provide  relief  to  employees 
who  become  ill  or  inca])acitated  for  work,  they  do  so  only  in  part. 
Compensation  laws  cover  only  cases  of  industrial  accidents  or  some- 
times occupational  diseases  which  occur  in  the  course  of  employment 
or  are  a direct  result  of  the  workers’  occupation.  To  provide  for  the 
contingency  of  y)ermanent  or  partial  disability  due  to  other  causes 
which  may  dejudve  the  wage-earner  of  his  regular  means  of  liveli- 
hood before  the  retirement  age,  the  great  majority  of  pension  systems 
provide  also  for  annuities  in  these  emergencies.  Of  more  than  300 
pension  systems  reporting,  over  250  make  direct  provision  for  such 
contingencies  in  their  by-laws.  These  benefits  are  extended  not  only 
to  jiersons  inca])acitated  in  the  course  of  employment  but  some  also 
extend  these  to  accidents  occuring  outside  of  employment  as  well  as 
to  cases  of  incapacity  due  to  non-occupational  diseases.  While  most 
plans  require  permanent  or  total  incapacity  for  the  receipt  of  these 
benefits,  thirteen  plans  were  found  to  pay  such  benefits  in  case  of 
partial  disability  also;  two  pay  disability  benefits  in  case  of  “poor 
liealth  or  some  other  acceptable  reason;”  two  more  give  such  benefits 
in  case  of  “sickness  or  injury;”  in  one  instance  such  pensions  are 
paid  “under  justifiable  conditions.”  Some  concerns,  though  they  es- 
tablish no  definite  rules  of  procedure  for  cases  of  disability  in  their 
pension  plans,  do  make  such  provisions  through  mutual  benefit  asso- 
ciations, group  insurance  plans  and  the  like.  In  most  instances  the 
terms  for  the  receipt  of  a pension  under  these  conditions  are  some- 
what more  liberal  than  in  the  case  of  the  regular  annuity.  In  a few 
plans  these  benefits  are  merely  an  addition  to  the  relief  granted  under 
the  compensation  laws  as  only  the  amount  of  the  benefit  over  and 
above  the  compensation  allowed  is  granted.  A few  pay  disability 
benefits  regardless  of  whether  the  employee  is  drawing  compensation 
or  not. 
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Age  and  Service  Periods  Required  for 
Disability  Pensions 

To  quality  for  these  disability  benefits  an  age  minimum  is  but 
rarely  required.  Where  this  is  stipulated  it  is  generally  from  five 
to  fifteen  years  below  the  compulsory  retirement  age.  A service 
period,  however,  is  specified  in  most  cases.  The  latter  is  extremely 
varied  and  ranges  from  1 year  in  3 cases  to  30  years  in  three  others. 
The  majority,  however,  require  from  15  to  25  years  service.  Over 
one-half  of  the  plans  report  making  this  requirement.  As  in  the  case 
of  the  regular  pensions  the  term  of  service  required  for  women 
workers  is  frequently  lower  than  that  for  male  workers.  Many  plans 
specify  neither  age  nor  service  requii’ements  but  leave  the  determina- 
tion of  such  cases  entirely  to  the  discretion  of  the  pension  board. 


Anount  of  Disability  Pension 

Of  the  plans  providing  disability  benefits,  approximately  half  com- 
pute these  amounts  in  the  same  way  as  the  regular  pension,  i.  e. 
generally  on  the  basis  of  a certain  percentage  of  the  salary  based  on 
the  number  of  years  of  service.  To  protect  themselves  against  the 
heavy  burdens  involved  in  such  uncertain  provisions  a few  plans 
which  have  minima  limitations  for  the  regular  ])eiision  abolish  these 
in  the  disability  benefits.  A great  many  plans  also  leave  these 
amounts  to  be  determined  at  the  discretion  of  the  pension  board. 
Some  concerns  provide  flat  payments  jn  cases  of  disability  while 
others  base  these  on  a percentage  of  the  salary  received  regardless 
of  the  length  of  service. 


Term  of  Disability  Pension 

Most  establishments  paying  disability  benefits  provide  for  the  con- 
tinuation of  these  benefits  until  the  employee  has  fully  recovered,  or, 
if  he  does  not  rcover,  for  life.  Thirty-nine  plans,  however,  do  not 
specify  the  term  of  such  payments  but  leave  these  to  the  discretion 
of  the  pension  officials.  One  system  limits  these  disability  benefits 
to  5 years,  one  to  3 years,  and  another  limits  it  to  a period  equal  to 
the  term  of  service  with  the  company.  In  another  instance  the 
amount  of  death  benefit  is  given  as  a disability  allowance. 

Most  systems  provide  that  no  disability  allowances  are  to  be  paid 
in  case  of  incapacity  resulting  from  immoral  or  intemperate  conduct. 
As  a further  safeguard,  before  disability  allowances  can  be  made, 
the  report  of  a physician  and  an  examination  of  the  employee  are 
generally  required  before  allowances  are  granted. 
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As  to  benefits  and  wisdom  of  embodying  disability  provisions  in  a 
regular  retirement  system,  the  National  Industrial  Conference  Board 
has  this  to  say ; 

Prolonged  service,  whether  or  not  resulting  from  the  expectation  of  a pension,  is 
of  value  to  the  business  and  appreciated  by  the  employer.  If  his  appreiciation 
takes  the  constructive  form,  of  a pension  in  the  one  case,  it  may  logically  do  so  in 
the  other  as^  well.  For  whether  incapacity  ensues  from  old  age  or  from  some  pre- 
mature injury  to  health,  the  same  gain  from  long  and  loyal  service  has  been 
realized  during  the  years  of  physical  fitness,  and  the  same  type  of  reward  is  appro- 
priate. From  the  employer’s  standpoint,  it  is  true,  the  disability  feature  is  of 
loss  economic  utility  than  the  superannuation  feature,  since  it  frequently  comes 
into  operation  before  retirement  would  normally  have  been  needful  or  advantageous. 
Tliat,  however,  is  not  a defect  in)  the  disability  benefit  but  rather  in  the  conditions 
that  make  .such  a benefit  necessary,  and  doubtless  the  greater  loss  is  in  any  case 
borne  by  the  incapacitated  employee.  For  him  the  benefit  is  merely  the  precipitation 
o^  the  expected  pension  award  in  consideration  of  unexpected  circumstances.* 

Death  Benefits 

Benefits  in  case  of  death  are  now  provided  by  a great  many  con- 
cerns through  the  purchase  of  group  insurance  or  through  mutual 
benefit  associations.  Some  twenty  odd  concerns  provide  in  addition 
some  sort  of  death  benefit  in  connection  with  their  pension  plans. 
In  some  of  these  firms  the  death  benefit  is  in  accordance  with  the 
scale  of  service  with  the  company  as,  for  instance,  three  companies 
provide  a death  benefit  of  3 months  pay  if  employee  dies  after  one 
year  of  service  and  one  year’s  pay  after  5 years  service.  Another  one 
pay  a death  benefit  of  one  month’s  pay  for  each  year  of  service  with 
the  company.  A few  others  pay  flat  benefits  ranging  from  |300  to 
12,000. 

Pensions  to  Dependents 

The  large  majority  of  the  formal  non-contributoi*y  pension  systems 
in  the  United  States  take  no  account  of  the  dependents  of  a pensioner 
in  formulating  the  benefits  of  their  pension  plans.  Only  46  of  the 
300  odd  systems  reporting  were  found  to  have  made  any  provision 
for  the  dependents  of  a pensioner  after  his  death.  Of  these,  5 plans 
provide  for  widows  only;  34  make  provision  for  widows  and  children, 
while  7 include  “widows  and  next  of  kin.”  In  the  contributory  plans 
all  provide  for  the  return  to  the  beneficiaries  of  the  employee’s  ac- 
cumulated contributions  with  or  without  interest  and  a number  give 
also  the  employer’s  accumulated  contributions  to  these  dependents. 
A few  of  the  non-contributory  plans  leave  this  provision  to  the  dis- 
cretion of  the  pension  board  and  make  no  definite  promises. 

. Term  of  Dependent’s  Pension 

In  ten  of  the  plans  providing  benefits  upon  the  death  of  a pensioner? 
the  dependent’s  pension  is  extended  for  one  year  after  the  death 
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of  the  employee ; three  others  continue  it  only  for  three  months,  five 
give  it  for  a “limited  period,”  two  extend  it  for  5 years,  1 for  7 years, 
another  for  10  years,  4 for  the  length  of  service  with  the  company; 
one  grants  it  only  for  one  month  for  each  year  of  service,  while  in 
one  case  it  is  provided  that  “if  the  pension  has  not  been  granted  for 
five  years  before  death  of  pensioner  it  may  be  continued  that  long.” 
Four  leave  the  period  of  the  pension  to  be  extended  at  the  discretion 
of  the  pension  board;  only  two  pay  the  dependent’s  pension  for  life, 
or  until  re  marriage  in  the  case  of  the  widow,  and  up  to  age  18  in  the 
case  of  children. 

Of  the  companies  providing  pensions  to  dependents  only  about 
half  continue  to  pay  the  same  amount  of  pension  to  the  dependents 
as  they  would  have  paid  to  the  employee  were  he  alive.  In  10  cases 
the  pension  is  reduced  to  one-half  of  the  regular  pension  ; in  two  cases 
the  amount  of  this  is  determined  by  the  pension  board  while  a scat- 
tered few  set  the  amount  of  the  pension  variously. 

Is  THE  Pensioner  Debarred  from  Engaging  in  Any 
Other  Business? 

The  granting  of  a pension  ordinarily  does  not  debar  the  pensioner 
from  engaging  in  other  business.  Most  pension  plans  permit  the 
recipient  liberty  in  this  respect  provided  the  business  he  enters  is 
not  “prejudicial”  or  “detrimental”  to  the  interests  of  the  company. 
In  a few  instances  the  amount  of  annuity  varies  inversely  with  the 
income  from  other  sources,  while  several  other  concerns  only  forbid 
pensioners  to  engage  in  the  same  line  of  work  or  in  businesses  of 
the  same  character.  Some  permit  a pensioner  to  engage  in  other 
lines  but  not  to  re-enter  the  services  of  the  company.  One  contribu- 
tory plan  definitely  specifies  that  “if  engaged  in  businesses  prejudicial 
to  company’s  interest”  employee  receives  his  own  contributions  plus 
interest  only.  Inasmuch  as  the  line  of  work  followed  through  a life- 
time would  present  the  most  likely  field  for  a pensioner  to  seek 
employment  in,  these  provisions  do  practically  preclude  the  pen- 
sioner’s employment  in  the  line  of  business  in  which  he  is  most 
competent.  A few  concerns  require  their  consent  before  such 
employment  is  permitted.  Two  companies  permit  such  employment 
freely  after  65  years  of  age  while  another  permits  it  freely  in  the 
case  of  employees  who  have  earned  above  $1200  a year.  Three 
concerns  specify  that  pensioners  must  hold  themselves  ready  for 
service  at  the  call  of  the  company.  Of  the  over  200  discretionary 
systems  reporting  on  this  point  only  two  permit  a pensioner  to 
engage  in  any  other  line  of  work  without  any  strings  whatsoever. 

Disciplinary  Provisions 

As  most  pension  plans  are  established  largely  in  the  hope  of  “build- 
ing up  a permanency  in  employment”  and  in  creating  a “feeling 
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of  loyalty  and  cooperation  on  the  part  of  the  employees  and  manage- 
ment,” it  is  011I3"  natural  that  most  managements  should  expect, 
as  one  widely-known  national  concern  openly  puts  it:  “That  those 
whose  future  is  thus  safeguarded  should  stick  to  the  job  through 
thick  and  thin  and  render  the  best  service  of  which  they  are  cap- 
able.” In  order  to  acquire  such  a loyal  and  devoted  group  of 
workers,  a great  many  pension  plans  enforce  certain  disciplinary 
requirements  Avhich  tend  to  eliminate  from  the  pension  benefits 
almost  all  employees  but  the  most  faithful  and  those  without  a 
taint  of  “moral  turpitude.”  Practically  all  pension  systems  stipulate 
that  “pensions  cease  in  case  of  gross  misconduct.”  The  definition 
of  “gross  misconduct”  is  comprehensively  described  as  “bankruptcy 
of  the  pensioner,  conviction  of  any  felony  or  misdemeanor  or  the 
entry  of  any  judgment  or  decree  or  order  of  any  court  of  law  or 
equity.”  Blany  firms  leave  the  decision  as  to  Avhat  constitutes 
“gross  misconduct”  entirely  to  the  judgment  of  the  pension  board. 
“Pensions,”  say  the  rules  of  some  plans,  “may  be  refused,  suspended, 
or  terminated  at  the  discretion  of  the  board  for  such  reasons  as  it 
may  deem  sufficient,  and  its  judgment  in  that  regard  shall  be  final.” 

In  view  of  the  general  aims  of  pension  plans,  it  is  not  surprising 
to  find  pension  systems  containing  the  following  clauses : 

“No  person  shall  be  alloAved  a pension,  if  for  15  years  preceding 
retirement  he  shall  have  been  engaged  in  any  business  or  employment 
that  has  detracted  from  the  value  of  his  or  her  service  to  the  com- 
pany. The  violation  of  any  rules  of  the  company  will  exclude 
employees  from  the  pension”  ....  “Employees  going  on  strike  or 
ceasing  from  Avork  when  sendees  are  required  will  not  be  eligible  for 
pensions”  ....  A more  liberal  concern  makes  the  folloAving  conces- 
sion: “When  term  of  employment  has  been  interrupted  by  strike, 
time  previously  employed  shall  be  divided  by  tAvo.”  On  the  other 
hand,  another  corporation  has  the  frank  and  SAveeping  provision 
that  “pensions  may  be  suspended  or  terminated  at  any  time  by 
the  directors,  if  in  their  judgment  the  conduct  of  the  pensioner  may 
seem  unworthy  of  this  bounty.” 

Indeed,  in  a number  of  pension  plans  there  is  the  tendency  to  en- 
force certain  codes  upon  the  employees,  by  the  threat  of  revoking 
the  pension  rights  in  case  of  non-compliance.  Tavo  establishments 
noAv  forbid  mai-riage  to  certain  of  their  emploA'Ces  on  the  penalty 
of  forfeiting  their  pension  rights.  A financial  institution  rules 
that:  “No  clerk  Avill  be  allowed  to  marry  Avithout  the  permission  of 
the  pension  board  on  a salaiw  of  less  than  $110  a month.”  The 
other  establishment  limits  the  income  at  which  it  Avill  countenance 
matrimony  to  .|800  a year.  It  may  be  argued  that  conditions  of  this 
sort  are  un-American  and  contrary  to  our  traditions  of  independence, 
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but  pension  i)ayments  are  generally  looked  upon  as  merely  gratuities 
on  the  part  of  the  eorporation,  and,  therefore,  it  is  at  liberty  to 
attach  whatever  conditions  it  may  desire  in  the  distribution  of  its 
“bounty.” 

Summary 

Pension  plans  thus  follow  more  or  less  generally  accepted  stand- 
ard provisions  but  there  is  no  single  underlying  principle  guiding 
the  workings  of  the  industrial  pension  plans  as  a group.  Each 
concern  is  chiefly  moved  by  its  OAvn  requirements  or  vieAvs  and  no 
fundamental  principle  of  social  justice  or  equity  is  followed.  'Whether 
it  is  in  regard  to  the  classes  of  workers  to  be  protected,  the  scope 
and  administration  of  the  plan,  or  the  ages  of  retirement  to  be  set, 
only  the  peculiar  needs  and  conditions  of  the  individual  concern 
rather  than  the  needs  of  definite  economic  groups,  or  the  demands 
of  the  majority  of  the  workers  receive  chief  consideration.  In  most 
plans  high  salaried  executives  are  grouped  together  with  loAvly 
paid  wage-earners  Avhich  accounts  for  the  enormous  difference  in 
the  pension  scales. 

In  determining  the  amount  of  the  pension,  the  length  of  service 
rather  than  the  habitual  standard  of  living  of  the  employee  is 
primarily  considered.  The  majority  of  the  non-contributory  plans 
take  no  account  whatsoever  of  the  dependents  of  the  pensioner, 
leaving  them  Muthout  any  means  of  support  in  case  of  his  death. 
The  fact  is  entirely  ignored  that  if  the  pensioner  has  been  support- 
ing a wife,  her  problem  does  not  end  Avith  his  death. 

So  many  of  the  formal  provisions  in  the  elaborately  Avritten  rules 
of  imposing  pension  schemes  are  left  to  the  discretion  of  the  pension 
boards  that  the  appellation  given  these  systems  by  one  Avriter  of 
“if  and  maybe”  plans,  seems  justified.  The  fulfillment  of  these 
plans  or  promises  de]Aends  almost  entirely  upon  the  disposition  of 
the  particular  management  in  office  and  the  condition  of  the  industry 
at  the  time.  There  is  no  escaping  the  conclusion  that  even  if  the 
private  pension  systems  Avere  more  Avidely  established  they  could 
not  serve  as  an  adequate  means  of  meeting  the  problems  of  the  in- 
digent aged.  The  numerous  restrictions  and  requirements  Avith 
AA'hich  the  pension  plans  are  burdened  add  emphasis  to  the  fact 
that  though  the  hope  of  receiving  such  pensions  may  be  considerable, 
the  probability  for  the  great  mass  of  workers  to  ever  attain  pension 
benefits  from  private  agencies  under  jAreseut  conditions  is,  froin 
a mathematical  vieAAqAoint,  verj  slight.  As  epitomized  by  one  con- 
cern: 

“Wq  reg-ard  our  pension,  roll  largely  in  the  light  of  a roll  of  honor  and  a man’s 
record  has  to  be  very  good  in  order  for  him  to  receive  such  benefits.” 
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CHAPTER  TV 

THE  COST  AND  FINANCING  OF  PENSIONS  AND  THE 
SOLVENCY  OF  PENSION  FUNDS 

Industrial  pension  plans  in  the  United  States  are  growing  more 
costly  from  year  to  year.  Some  of  the  companies  undertaking  the 
more  recent  expeidments  may  still  regard  their  pension  costs  as 
“not  too  burdensome”  or  refuse  to  believe  that  “the  fund  will  be- 
come a burden  in  the  long  run.”  But  in  the  case  of  the  pension 
plans  which  have  been  in  operation  for  some  time,  even  those  main- 
tained by  some  of  the  largest  and  strongest  industrial  corporations, 
the  costs  are  becoming  so  burdensome  that  many  companies  are 
forced  to  radically  alter,  reduce,  or  abolish  their  promised  pension 
disbursements.  Actuaries  point  out  that  pension  liabilities,  like 
life  insurance,  extend  over  many  years  and  the  peak  of  payments  is 
not  reached  in  some  instances  for  50  or  60  years  after  the  pension 
system  has  been  inaugurated.  Almost  universal  satisfaction  with 
their  pension  j)lans  is  expressed  by  employers  of  labor  in  the  early 
years  of  these  experiments.  But  after  20  or  30  years  have  gone  by 
and  the  cost  of  pension  obligations  show  a continuous  and  unexpected 
tendency  to  rise,  the  earlier  satisfaction  is  dissipated  and  a re- 
action to  pessimism  sets  in.  True,  statistical  experts  years  ago 
predicted  this  condition  and  warned  against  these  high  costs  from 
the  beginning.  Until  quite  recently,  however,  they  were  regarded 
as  mere  impractical  theorists  and  no  heed  was  paid  to  them.  It  may 
not  seem  plausible,  but  it  is  actually  the  case  that  most  of  the  ex- 
isting pension  systems  were  undertaken  without  definite  knowledge 
of  what  the  cost  would  amount  to  in  ten,  twenty  or  thirty  years 

from  the  date  that  this  expense  was  saddled  upon  the  company. 

• 

TABLE  VIII 

Perccntag-e  of  Pensioners  to  the  Total  Number  of  Employes 
During-  the  First  Year  WTien  Plan  was  Established 
and  During  the  Years  1925^26. 


Pension  Fund  in  Existence 

Number 

of 

Concerns 

Reporting 

Percentage  of  Pensioners 
to  Total  Employees 

Percentage 

of 

Increase 

First  Year 

Last  Year 

Less  than  5 years  

19 

.52 

.92 

76 

5 to  10  years  

41 

.48 

1.61 

214 

10  to  15  years  

40 

.60 

1.71 

242 

15  to  20  years 

12 

.62 

1.61 

1591 

20  years  and  over  . 

12 

.30 

1.76 

483 

Total  and  average  - 

124 

.48 

1.50 

236 

89 


TABLE  IX 


Percentage  of  Expenditures  on  Pensions  to  the  Total 
Payroll  During  the  First  Year  When  Plan  Was 
Established  and  During  the  Years  1925-26. 


Pension  Fund  in  Existence 

Number 

of 

Concerns 

Reporting 

Percentage  Spent  on 
Pensions  To  Total 
Payroll 

Percentage 

of 

Increase 

First  Year 

Last  Year 

Less  than  5 years 

20 

.16 

.37 

131 

5 to  10  years 

35 

.13 

.52 

300 

10  to  15  years  

39 

.20 

.57 

1851 

15  to  20  years  

8 

.34 

.67 

971 

20  years  and  over 

11 

.14 

.93 

604 

Total  and  average  -----  - — - 

113 

.19 

.61 

255 

American  practice  with  industrial  pension  plans  has  now  been 
sufficiently  extensive  to  establish  the  fact  that  the  combined  ex- 
periences of  these  plans  bear  out  all  the  contentions  of  the  earlier 
students  of  the  problem  and  reveal  unmistakably  the  truth  of  the 
warnings  uttered  before  the  pension  plans  were  undertaken.  Of  the 
330  pension  plans  examined,  124  reported  to  the  Commission  on  the 
percentages  of  pensioners  to  the  total  number  of  employees  and 
113  reported  as  to  the  percentage  of  the  pension  expenditures  to 
the  total  payroll  during  the  first  year  when  the  plan  was  put  into 
practice  and  during  the  fiscal  year  1925-26.  Among  124  pension 
systems,  with  an  average  age  of  about  9 years,  the  pensioners  consti- 
tuted when  the  plan  was  started  .48  per  cent  of  the  total  number  of 
employees.  On  the  other  hand  during  the  last  fiscal  year  the 
percentage  of  pensioners  to  the  total  nuimber  of  employees  had  risen 
to  1.50,  or  more  than  three  times  the  number  in  9 years.  Similarly, 
while  on  the  whole,  American  concerns  still  spend  less  than  1 per 
cent  of  the  total  payroll  on  pensions,  this  is  due  solely  to  the 
enormous  increases  in  the  working  forces  in  practically  all  these 
establishments  and  the  tremendously  increased  total  payrolls  due 
to  both  the  larger  number  of  employees  and  the  rise  in  the  wages 
during  the  last  decade.  What  is  exceedingly  significant  is  that  in 
spite  of  these  prodigious  expansions,  the  total  pension  expenditures 
for  all  concerns  reporting  increased  from  .19  per  cent  to  the  total 
nayroll  the  first  year  to  .61  per  cent  the  last  fiscal  year,  an  increase 
of  over  300  per  cent.  In  the  case  of  those  concerns  w'hich  have  been 
in  existeride  for  20  years  and  over,  the  percentage  of  pensioners  to 
the  total  number  of  employees  has  increased  almost  500  per  cent  at 
the  present  time  and  the  proportion  of  pension  expenditure  to  the 

'The  decline  shown  here  is  due  to  the  inclusion  in  this  group  of  several  concerns  whose 
forces  have  expanded  during  these  yean  out  of  all  proportion  to  the  Average  growth  of  these 
industries. 
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total  pa^a’olls  in  tliese  establishments  has  risen  well  over  oOO  per 
cent.  Indeed,  were  it  not  for  these  additions  which  inherently  give 
a false  picture  of  the  coni])arisons  of  pension  ratios,  the  expenditures 
on  pensions  would  have  long  ago  reached  a point  beyond  the  capacity 
of  many  of  the  firms  to  pay  such  amounts. 


TABLE  X 


Total  Expenditures  on  Pensions  and  Average  Pension  Granted 
During  the  Years  1924-25. 


Year  in  Existence 

Number  of 
Concerns 
Report  ing 

Total 
Spent  on 
Pensions 

Total 
Number  of 
Pensioners 

Average 

Pension 

l^ess  than  5 years  

18 

$ 730,074  OO 

1,273 

$578 

5 to  to  years  - - 

44 

1,451,949  00 

2,790 

620 

10  to  13  years  

50 

4,915,803  00 

10,329 

476 

15  to  20  years  _ 

14 

2,623,263  00 

5,356 

489 

20  years  and  over  _ 

21 

8,822,440  OO 

23,975 

363 

Total  - --  _ - - -- 

147 

$18,549,529  00 

43,723 

*$48i 

Table  X clearly  illustrates  the  rising  cost  of  pensions  from  the 
fact  that  in  the  ]>ension  ]>lans  which  have  been  in  ojieration  20  years 
and  over,  the  average  ])ension  is  !|363  per  year.  In  jilans  adopted 
during  the  last  five  years  the  average  annual  ])ension  is  |578,  an 
increase  of  about  60  per  cent.  While  tlie  group  having  pension 
systems  in  force  for  20  years  and  longer  includes  some  of  the  larger 
concerns  studied,  it  is  significant  to  note  that  21  of  these  firms  had  a 
total  of  23,975  pensioners  on  whom  were  spent,  in  the  aggregate, 
$8,822,440.  as  against  a total  of  4,063  pensioners  in  62  concerns 
whose  jiension  plans  have  been  in  existence  less  than  ten  years. 
The  total  amount  spent  by  these  concerns  during  the  last  fiscal  year 
amounted  to  only  $2,188,023. 

TENDENCy  TO  MOUNTING  COSTS 

When  a pension  jilan  is  first  inaugurated  the  pension  costs  are 
comparatively  low  and  managements  feel  fully  satisfied.  The  early 
groups  of  jiensioners  following  the  inauguration  of  a retirement 
plan  represent  only  the  few  survivors  of  the  force  of  employees  who 
were  engaged  thirty  or  forty  years  before.  At  that  time  even  the 
largest  iVmerican  corporations  employed  but  a neglible  number  of 
employees  as  compared  with  the  great  forces  engaged  in  these  con- 
cerns at  present.  Xatiirally,  their  number  which  had  been  reduced 
by  death  and  the  enormous  labor  turnover  which  prevailed  in  the 
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United  States  during  the  last  generation,  is  but  inconsiderable. 
The  expenditures  on  these  pensions  are  compared  'with  the  swollen 
l)ayrolls  of  the  present  time,  due  to  both  increased  wages  and  in- 
creased labor  forces,  is  obviously  insignilicaiit.  Furthermore,  be- 
cause at  first  there  is  no  accumulation  of  pensioners  already  on  the 
roll  and  because  only  few  men  out  of  a thousand  reach  the  pension 
age  in  any  one  year,  many  industries  with  pension  i)lans  of  recent 
origin  continue  to  report  expenditures  below  1 per  cent  of  the  total 
l)ayroll.  Indeed,  in  the  early  stages,  employers  generally,  do  not 
find  these  schemes  very  burdensome  and  whatever  benefits  they  may 
feel  to  derive  from  their  pension  plans  through  greater  contentment 
of  the  labor  force,  reduced  labor  turnover,  etc.,  are  considered  worth 
the  expenditures.  As  time  goes  on,  however,  the  percentage  spent  on 
pensions,  despite  the  increasing  size  of  the  establishment  and  larger 
payrolls,  is  found  not  to  remain  stationary  but  to  mount  steadily 
higher  in  proportion  to  the  total  payroll. 

The  inevitability  of  this  tendency  to  rising  costs  for  a long  time 
may  be  illustrated  as  follows; 

Let  us  take,  for  example,  a company  which  was  organized  in  1885 
and  Avas  employing  1,000  Avorkers  in  1925.  Assume  that  in  1915  it 
had  adopted  a pension  i)lan  retiring  all  employees  regardless  of  age 
Avho  had  been  Avith  the  company  30  years  or  more  on  a pension  which, 
calcAilated  upon  a basis  of  one  per  cent  of  the  average  Avages  during 
the  ten  years  preceding  retirement  for  every  year  of  service,  provides 
a pension',  of  $30  a month.  If  this  company  is  to  l)e  typical  of 
American  concerns,  its  force  of  employees  Avhich  in  1925  numbered 
1,000  Avas  someAvhat  smaller  in  1915  and  was  probably  not  more  than 
one-third  its  present  size  in  1885  Avhen  it  started  operations.  Let 
us  assume  further  that  in  1915  the  concern  retired  five  Avorkers  Avho 
had  been  Avitli  it  at  that  time  30  years,  i.  e.,  since  1885.  Taking 
into  account  the  number  avIio  avouM  normally  have  died  in  those 
years,  the  large  influx  of  immigrants  during  that  period  resulting 
in  a tremendous  labor-turnover,  it  is  fair  to  assume  that  only  a 
feAv  of  the  employees  engaged  by  the  concern  in  1885  Avere  left  for 
retirement  in  1915.  Pensions  to  these  employees  did  not  seem 
burdensome  inasmuch  as  these  survivors  of;  the  force  engaged  in 
1885  seemed  negligible  as  compared  with  the  increased  total  number 
of  employees  in  1915  Avhen  the  plan  Avas  inaugurated.  In  1916,  the 
company  retired,  let’s  say,  all  those  left  from  the  force  Avho  joined 
it  in  1895.  Noav,  it  is  plain  that  the  total  niimber  of  pensioners  in 
1925  Avill  be  made  up  of  all  the  employees  retired  since  1915  minus 
those  Avho  have  already  died.  Assuming  that  our  typical  company’s 
groAvth  has  been  normal  and  steady  it  means  that  each  year,  until 
30  years  after  the  company  had  reached  its  maximum  number  of 
employees,  the  number  of  new  pensioners  will  continue  to  grow. 
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The  increase  in  the  pension  roll  will  be  in  direct  ratio  to  the  annual 
increase  in  the  number  of  employees  30  years  before.  Assuming’ 
further  that  our  typical  concern’s  growth  has  been  steady  up  to 
1925  and  became  stationary  from  that  year  on,  it  will  mean  that  the 
company’s  annual  crop  of  pensioners  will  continue  to  increase  up 
to  1955,  30  years  after  it  has  reached  its  peak  in  the  number  of 
emj)loyees,  and  40  years  after  the  inauguration  of  the  plan. 

The  actual  cost  of  the  pensions  in  our  typical  concern  will  have 
increased  for  anotlier  reason  also.  By  1925  the  company  will  have 
found  that  althougli  the  same  basis  of  computing  the  pension  had  been 
retained,  the  actual  pension  allowance  will  have  been  doubled  or 
trebled  as  compared  with  those  granted  in  1915.  This,  of  course, 
is  due  to  the  fact  that  the  average  wage  upon  which  the  pension 
is  based  has  either  doubled  or  trebled  during  this  period.  In  addition, 
if  the  pension  plan  has  been  at  all  effective,  it  means  that  as  the 
years  go  by  the  labor  turnover  is,  greatly  reduced  resulting,  in  a 
proportionately  larger  crop  of  retired  employees  as  compared  to  the 
total  number  of  emplo.yees.  All  of  these  factors  thus  tend  to  make 
{)ension  costs  continuously  more  burdensome. 


Actual  Pension  Increases 


Indeed,  the  experiences  of  some  of  the  older  American  pension 
plans  show  a striking  tendency  to  increasing  annuity  costs.  A 
glance  at  the  experiences  of  a few  of  the  following  typical  American 
plans  is  enlightening. 

TABLE  XI 


Proportionate  Pension  Growth  in  Certain  Bstabiishments 


Nature  of  Company 

Date 

when 

plan 

was 

Estab- 

lished 

Percent  of  Pension- 
j ers  to  Total  Number 
1 of  Employees 

! Per  cent  of  Pension 
PairroII  to  Total 
Payroll 

First  Year 

Iiast  Year 

First  Year 

Last  Year 

A smelting’  and  refining  company 

1913 

.6 

3.0 

.22 

.7 

A sugar  refining  company 

1912 

1.0 

6.2 

.42 

2.2 

Another  refining  company  

1903 

•4 

3.7 

.50 

1.4 

A Northeastern  railroad  company 

1903 

•1 

2.6 

.02 

.7 

An  elevated  railroad  company  

1920 

1.3 

2.3 

.20 

.7 

A Central  Eastern  railroad  company  

1903 

.1 

1.2 

.12 

.4 

A silk  manufacturing  company 

1910 

.8 

2.8 

.47 

1.0 

An  iron  company  

1917 

.3 

1.8 

.06 

.5 

Another  siik  company 

1919 

.5 

2.3 

.20 

1.0 

An  Eastern  railroad  company 

1902 

.5 

2.1 

.17 

.6 

A large  Eastern  railroad  company 

1900 

1.3 

3.4 

.50 

1.1 

A Northern  railroad  company 

1916 

.2 

.8 

.52 

2.1 

A mining  company  

1917 

1.1 

3.7 

.06 

1.3 

An  electric  railway  and  light  co.  

1912 

■4 

1.4 

.12 

.3 

A Middle  Western  railway  company  

1910 

.2 

1.7 

.04 

.5 

Another  Middle  Western  railroad  co.  

1916 

.6 

1.8 

.15 

.4 

Another  Eastern  railroad  company 

1902 

.2 

2.2 

.07 

.7 

Another  Eastern  railroad  company  

1910 

.8 

2.2 

.28 

.6 

A Western  railroad  company  

1903 

.1 

2.1 

.04 

.7 

A steel  company  

1911 

.8 

1.8 

.17 

.4 

A marble  company  

1913 

.3 

2.5 

.08 

.5 

A fire  arms  company 1 

1915 

.3 

3.6 

.40 

1.2 
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A glance  at  the  total  pension  payments  made  by  some  American 
concerns  during  the  first  year  of  the  operation  of  the!  plans  and 
during  the  last  fical  year  for  which  figures  have  been  obtained  make 
the  costs  stand  out  even  more  clearly.  It  is  significant  to  note  that 
the  highest  percentage  of  increase  has  occurred  in  the  company 
operating  the  plan  longest  while  the  lowest  actual  increase  is  given 
for  the  youngest  pension  plan.  A few  typical  expenditures  follow : 


TABLE  XII 

Actual  Pension  Expenditures  in  Certain  Establishments 


Name  of  Company 

Year 

when 

plan 

was 

Estab- 

lished 

Total  pay- 
ments during 
1st  year 

Payment 
during  last 
fiscal  year 

Per  cent 
of 

increase 

American  Sugar  Refining  Co.  

1913* 

$37,030  99 

$199,099  84 

437 

Baltimore  & Ohio  B.  R.  

1884 

7,354  00 

452,576  35 

6054 

Chicago,  Rock  Island  & Pacific  Railway  Company  .. 

1910 

24,558  41 

279,304  08 

1037 

Galveston,  Harrisburg  & Sam  Antonio  Railway  Co. 

1903 

6,056  45 

149,799  67 

2373 

Pennsylvania  Railroad  Co.  - _ _ _ __ 

1!)00 

!$300,000  00 

4,194,023  55 

1298 

Pittsburgh  Plate  Glass  Co.  

1909t 

5,219  16 

34,693  27 

564 

U.  S.  Steel  Corporation  

1911 

281,457  37 

2,068,662  83 

635 

Average  age  of  pension  plan  

19 

Average  increase 

1771 

*(lst  full  yr) 

t(First  year  figures  obtainable) 
JLess  than. 


How  Pension  Plans  Are  Financed 

It  is  apparent  from  the  facts  cited  above  that  the  tendency  of  a 
pension  system  to  mount  in  cost  is  not  only  theoretically  and 
mathematically  correct,  but  is  demonstrated  irrefutably  by  the 
experiences  of  the  older  American  plans.  It  must  be  remembered, 
furthermore,  that  not  one  of  the  above  enumerated  plans  has  yet 
even  remotely  approached  the  peak  of  its  load.  As  the  years  roll 
by  these  rising  costs  will  become  even  more  staggering.  The  question 
of  financing  such  a plan  is,  therefore  of  supreme  importance  to  the 
management  when  the  installation  of  a pension  system  is  contem- 
plated. The  concern’s  future  ability  to  meet  such  rising  costs  must 
be  carefully  considered.  Even  more  so,  however,  is  the  financing 
of  an  annuities  plan  of  prime  imjiortance  to  the  employee  who  must 
depend  upon  a pension  for  his  support  in  old  age.  The  financial 
soundness  and  permanency  of  the  pension  plan  is  of  the  utmost 
consequence  to  him. 

Essentially,  no  pension  system  can  be  financially  sound  and  ade 
quate  which  is  not  based  at  least  upon  these  two  fundamental 
principles:  (1)  It  must  be  entirely  free  from  the  commercial  vicis- 
situdes of  the  particular  buiness  and  the  whims  of  the  management 
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then  in  office:  (2)  It  mnst  at  all  times  he  self-sustaining  and  ade- 
quate to  meet  the  needs  as  they  arise.  In  other  words,  such  a fund 
to  l)e  financially  secure  must  leave  nothing  to  chance  in  the  future 
and  mnst  flepend  upon  a reserve  fund  which  has  hee)i  set  aside 
either  from  the  beginning  or  built  up  gradually  in  accordance  with 
definite  rules  and  which  is  sufficiently  jirotected  and  capable  of 
meeting  all  the  calcnable  needs  for  Avhich  it  was  intended. 


Wrong  ^Methods  of  Financing  Tension  Plans 

It  follows  from  the  above  that  no  trustworthy  tinancial  principles 
whatsoever  can  be  credited  to  a plan  which  merely  promises  to 
me(d  the  accrued  liabilities  as  they  arise  and  to  X'fiy  the  mounting 
('\])enditnres  from  annual  a|)|)ro])riations.  Such  a plan  is,  strictly 
sjieaking,  merely  an  as])iration  and  an  expression  of  good  wishes. 
Experience  has  amjily  demonstrate<l  that  many  ]»ension  schemes  run 
in  this  lia])hazard  way  have  come  to  grief  sim^tly  because  of  trade 
depressions  or  other  unforeseen  conditions.  The  setting  aside  of  a 
small  endowment  fund,  which  is  to  be  sux)plemented  by  annual 
ai)])ro]iriations  is  o]>en  to  the  same  objections.  Prom  the  point  of 
view  of  the  business  involved,  it  is  impractical  to  set  aside  from  the 
beginning  a large  enough  appropriation  which  would  be  able  to 
care  for  all  the  ultimate  needs  of  a pension;  system.  Even  were 
this  not  embarassing  to  the  concern,  the  ultimate  cost  cannot  be 
easily  estimated.  Few  corporations  may  be  able  to  afford  it  even 
were  this  method  |)ractical.  The  purchasing  of  flat  annuities  upon 
retirement  might  also  handicap  a business  in  need  of  liquid  funds 
at  a.  time  when  conditions  are  not  prosiierous. 

Correct  Methods  of  Financing  Pension  Plans 

Only  one  method — the  building  up  gradually  of  an  indeiiendent 
or  trusteed  fund  based  on  actuarial  calculations — can  adequately 
]>rovide  for  the  future  liabilities  involved  in  a pension  plan.  Such 
a fund  when  started  sufficiently  early  should  never  become  too 
burdensome  and  the  promised  payments  into  the  fund  of  the  particu- 
lar business  can  automatically  be  met  as  they  fall  due.  Whatever 
liabilities  mature  during  a given  year  are  paid  the  same  year. 
Whex’e  the  pension  fund  is  built  up  on  an  actuarial  basis  not  only 
does  the  accumulated  interest  ultimately  help  to  reduce  the  principle 
cost  but  the  necessary  x>re(miums  for  the  purchase  of  the  pension 
extend  over  a long  period  of  years  and  are  therefore  easier  to  meet. 
How  much  easier  this  is  for  many  concerns  to  carry  through  such  a 
plan  becomes  apparent  from  the  fact  that  to  retire  a man  at  155  on  a 
pension  of  f400  a year  there  is  a liability  on  the  part  of  the  com- 


pany  amounting  to  about  $300  a year  at  age  55,  $125  a year  at  age  45 
and  about  $88  at  age  25.  A plan  based  ou  actuarial  calculations  is 
further  advantageous  inasmuch  as  it  removes  all  the  fear  of  uncer- 
tain contiiigeut  liabilities.  As  stated  by  one  expert  “iio  matter  how 
large  it  may  be,  there  is  very  substantial  satisfaction  in  being  able 
to  look  a liability,  even  a contingent  one  straight  in  the  eye”^ 
Practically  all  the  governmental  contributor^^  pension  plans  abroad 
are  based  on  this  principle. 

It  is  signiticant  that  in  spite  of  all  tlie  available  experiences  and 
the  warnings  by  students  of  annuities,  the  inauguration  of  pension 
plans  run  on  the  traditional  liand-to-nKuith  policy  of  paying 
liabilities  as  they  accrue  continues  in  America  with  little  or  no 
dimmuuition.  Xotwithstanding  the  existence  of  a recently  issued 
voluminous  literature  cautioning  against  such  undertakings,  very  few 
firms,  apparently,  are  being  deterred,  even  at  this  date,  from  setting 
up  plans  financed  according  to  the  traditional  method.  Since  1920, 
out  of  98  new  pension  systems  inquired  into,  approximately  90  per 
cent  have  paid  no  heed  to  proper  actuarial  financing.  As  seen 
from  the  table  below,  American  industries  on  the  whole  prefer  to 
pay  pension  allowances  from  y^ear  to  year  with  little  consideration 
for  the  future.  Pension  liabilities  continue  to  be  undertaken  with- 
out adequate  measures  being  adopted  for  their  fulfillment. 


TABLE  XIII 

How  Pension  Plans  are  Financed 


By  annual  appropriations  without  any  fixed  fund 165 

By  contributions  from  employees  and  company 28 

By  initial  endowment  funds  and  annual  contributions  . . 11 

By  limited  annual  appropriations  32 

By  approi)riating  each  year  certain  sums  until  sufficient 

fund  is  reached  7 

By  setting  up  a percentage  of  payroll,  increasing  each  year 
as  follows ; 

1925—  .6  1929—1.  1944—2.7 

1927—  .8  1930—2.  1949—4.6  1 

By  paying  certain  funds  into  employees’  associations  ....  3 

By  taking  out  annuities  with  Insurance  Com]>auies 7 

By  contributing  annually  an  amount  equal  to  $16  })er 
$1,000  of  the  aggregate  yearly  wage  of  employees  par- 
ticipating in  plan — wage  limit  being  $2400  a year.  . . 1 

By  releasing  350  shares  of  stock  yielding  7 per  cent  ....  1 


Total  256 


- Kavanaughj  Speech  before  the  United  States  Chamber  of  Commerce. 
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One  hundred  and  sixty -five,  or  approximately  two-thirds,  of  the 
256  systems  reporting  have  no  fixed  funds  set  aside  for  the  pay- 
ment of  pensions.  These  concerns  follow  a hand  to-mouth  finance 
policy  and  all  payments  are  made  from  cuiT’ent  or  operating  ex- 
penses from  year  to  year.  Only  in  28  cases  are  the  pension  costs 
raised  entirely  by  regular  contributions  from  em[)ioyees  and  the 
company.  Thirty-two  concerns  limit  the  amounts  of  their  appro- 
priations to  certain  specified  sums,  without  apparent  regard  to  the 
necessities  of  the  fund.  A number  of  these  concerns  limit  their 
appropriations  to  one  per  cent  of  the  total  payroll.  One  limits  it 
to  one-fourth  of  one  per  cent  of  the  operating  expense  while  several 
others  set  their  limitations  all  the  way  from  $3,000  to  $150,000  per 
year.  Generally,  when  such  limits  are  fixed  it  is  specified  that  a new 
rate  of  pension  allowance  shall  be  established  whenever  disburse- 
ments exceed  the  total  available  to  meet  the  needs.  Eleven  others, 
although  they  set  aside  special  endowment  funds  and  make  annual 
contributions,  fix  tliese  at  arbitrary  figures  without  consideration 
of  the  actual  needs  of  the  pensioners.  Initial  endowments  vary  from 
$1,000  in  one  plan  to  $12,000,000  in  another.  Several  others  estab- 
lish an  arbitrary  limit  based  upon  a certain  percentage  of  the  payroll. 
Only  less  than  a dozen  of  these  concerns  either  take  out  annuities 
from  insurance  com{mnies  or  seem  to  raise  the  funds  on  any  sound 
actuarial  princiides,  by  setting  aside  sufficient  reserves  for  each 
individual  employee. 

The  Solvency  of  American  Pension  Plans 

The  formal  industrial  pension  ])lans  in  the  United  States  de- 
scribed in  this  report,  approximated  at  400,  are  now,  it  is  stated, 
piling  up  obligations,  whether  legal  or  moral,  which  ultimately 
will  require  enormous  expenditures.  Says  a recent  writer  on  the 
subject : 

It  will  probably  be  between  twenty-five  years  before  the  funds  now  in  operation 
reach  the  maxima  of  their  required  payments,  at  which  time  if  only  10  per  cent 
of  the  3,000.000  employes  now  covered  are  then  pensioners,  it  will  require  an- 
nual payments  in  excess  of  $200,000,000.  The  calculation  does  not  provide  for  any 
extension  of  the  plans  or  any  increase  in  the  number  of  employees  covered.  In 
order  to  promde  for  these  payments,  an  accumulating  reserve  fund  of  $100,000,000 
per  annum  .should  be  set  apart,  segregated  and  trusteed  for  the  payment  only  of 
these  maturing  obligations.  The  amount  of  accumulated  liability  by  the  funds  now 
in  operation  would  be  conservatively  estimated  at  a half  billion  dollars  at  the 
pre.sent  time.’ 

Excepting  the  few  actuarially  secure  plans,  the  American  in- 
dustrial pension  plans  in  operation  today  do  not  attempt  to  make 
provision  to  meet  these  obligations.  Indeed,  not  infrequently,  when 

’L.  D.  Wood,  Industrial  Pension  Plans,  U.  S.  Review  & Insurance  World,  Feb.  20,  1926. 
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employers  of  labor  are  asked  about  their  “accrued  pension  liability” 
they  complacently  answer  that  “we  haven't  any  liability,  accrued 
or  otherwise.”  In  support  of  this  they  point  to  the  rules  of  their 
pension  systems  which  invariably  provide,  as  has  already  been 
pointed  out,  that  the  right  is  resented  to  alter,  suspend,  or  entirely 
abolish  the  plan  thus  giving  no  legal  claim  to  such  pensions  on  the 
part  of  the  employees.  Frequently,  it  is  also  argued  that  all  pension 
plans  are  really  “solvent”  inasmuch  as  it  is  the  sincere  intention  of 
the  employers  of  labor  to  stand  by  their  pensioners  and  endeavor  to 
meet  the  pension  requirements  of  those  employees  whom  they  see 
fit  to  reward  if  business  continues  to  remain  prosperouis.  There  is 
no  doubt  that  the  majority  of  establishments  do  not  plan  to  use  this 
discretionary  power  to  suspend  payments  unless  absolutely  forced 
to  do  so. 

Regardless,  however,  of  the  legal  responsibility,  no  one  contends 
that  the  majority  of  employers  of  labor  nowadays  do  not  recognize 
a moral  liability  to  a i^ension  claim  on  the  part  of  those  employees 
who  have  rendered  faitliful  service.  They  wish  to  use  the  legal  right 
only  in  cases  of  emergency.  Rut.  these  safe-guards  against  any 
legal  claims  protect  only  the  employers.  As  far  as  the  employees 
are  concerned  and  from  any  sound  financial  and  actuarial  point  of 
view,  these  plans  are  j^ppelessly  “insolvent.” 

A competent  student  of  the  pension  problem  declares  on  this  point: 

It  is  hardly  too  much  to  say  that  bankruptcy,  either  actual  or  constructive,  has 

been  the  common  fate  of  pension  plans IMost  of  the  systems  now  in  effect 

in  private  industry  have  been  in  operation  for  too  short  a period  to  test  their 
soundness,  but,  the  financial  stability  of  many  of  them  is  exceedingly  doubtful.’ 


"Why  the  Traditional  Pension  Plans  continue  to  be  Adopted 

The  conditions  which  lead  American  employers  to  continue  these 
obviously  unsound  pension  policies,  may,  perhaps,  be  better  under- 
stood and  sympathized  with  when  it  is  borne  in  mind  that  the  diffi- 
culties involved  in  the  establishment  of  a sound  private  pension  plan 
are  almost  insurmountable.  All  actuaries  admit  that  there  is  no 
simple  pension  formula  which  could  be  made  to  apply  generally  in 
industry.  The  student  of  industrial  pensions  just  cited  declares : 

In  practically  all  cases  it  is  necessary  to  revise  original  estimates  at  frequent 
intervals,  in  order  to  guard  against  such  departure  from  them  as  might  eventually 
involve  the  scheme  in  bankruptcy.  Failure  to  take  this  precaution  has  been  re- 
sponsible for  the  colapse  of  many  pension  funds  or  schemes  which  at  their  inception 

apparently  were  sound Even  with  frequent  revision  of  estimates,  there  is 

danger  that  unforseen  events  vail  upset  calculations,  and  that  supplemental  con- 
tributions will  be  required  unless  the  benefits  are  modified.  It  has  been  remarked 
that  no  gratuitous  circumstances  come  to  the  relief  of  a pension  scheme.  The  acci- 


’Conant,  p.  ISS. 
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flents  and  contingencies  almost  invariably  operate  against  the  plan  from  a financial 
standpoint.’  ^ 

Even  when  all  the  known  factors  applying  to  a particular  industry, 
such  as  the  ages  of  the  employees,  the  term  of  service,  labor  turn- 
over, etc.  are  taken  into  consideration,  no  deflnite  forecast  can  be 
made  for  any  considerable  period  of  time  without  constant  revisions 
and  rechecking.  Because  pensions,  like  life  insurance,  will  project 
far  into  the  future,  early  results  cannot  be  accepted  as  deflnite 
criteria  for  the  future.  As  long  as  the  operation  of  the  pension  plan 
is  coincident  with  a steady  and  continuous  period  of  prosperity 
for  the  particular  industry,  the  implications  of  the  obligations  as- 
sumed by  the  plan  may  not  be  realized  at  all.  But,  unlike  life 
insurance  tables  which  are  dependable  because  they  are  based  upon 
the  involuntary  experience  of  a great  body  of  men,  tables  based  upon 
labor  turnover  cannot  be  so  scientiflcally  construed.  Even  if  all 
the  ascertainable  present  factors  flxing  the  risks  for  those  persons 
in  the  employ  of  the  company  at  the  time  are  taken  into  considera- 
tion there  still  remain  the  variable  factors  which  cannot  be  foreseen, 
such  as  the  rate  of  the  growth  of  the  business  or  the  ages  of  the 
additional  employees.  Nor  can  one  precisely  foretell  how  long  and 
how  many  of  the  present  or  future  employees  will  stay  with  the 
concern  until  the  pension  age. 

To  quote  Mr.  Conant  again : 

The  (leteiniination  of  tlie  cost  of  a pension  system  for  any  individual  establishment 
is  a highly  expert  actuarial  task  and,  at  best,  involves  many  uncertainties.  Ex- 
penditures under  ai  pension  plan  project  far  into  the  future  and  ordinarily  increase 
for  a long  period,  so  that  the  “peak  of  the  load’’  is  not  reached  until  forty  or  fifty 
years,  or  perhaps  oven  more,  after  the  system  is  started.  Exact  calculations  are, 
therefore,  quite  impossible.  About  the  only  thing  that  can  be  said  with  positiveness 
on  the  score  is  that  all  worth-while  pension  schemes  are  expensive.® 

The  National  Industrial  Conference  Board  after  a study  of  the  sub- 
jects also  reaches  the  conclusion  which  is  summed  up  as  follows: 

Because  of  the  complexity  and  variability  of  the  elements  that  enter  into  the  cost 
of  a pension  system  and  because  of  the  marked  differences  in  labor  situation  be- 
tween industries  and  between  concerns,  the  cost  of  a program  cannot  be  determined 
in  the  abstract.  It  must  be  estimated  separately  for  each  particular  plan  and 
each  indiwdual  plant  in  which  it  is  to  operate.  Even  then,  the  problem  is  by  no 
mefins  simple,  and  there  are  differences  of  opinion  among  actuarial  experts  as  to 
the  possibility  of  reasonably  accurate  forecasting  for  any  considerable  period.’ 

James  D.  Craig,  Actuary  for  the  Metropolitan  Life  Insurance 
Company  states: 

The  question  of  how  long  pension  payments  will  increase  as  a percentage  of  the 
active  payroll  is  rather  complex.  In  any  case,  they  will  continue  to  increase  long 


'Ibid. 

“Ibid,  p.  144. 
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after  the  number  of  employees  ceases  increasing.  The  age  of  the  company  at  the 
date  when  a pension  plan  is  established  and  its  previous  growth  are  important 
factors.  If  pensions  influence  the  continued  employment  of  employees  as  young  as 
age  45,  and  if  the  company  is  old  enough  and  the  number  of  employees  has  re- 
mained constant  long  enough  for  the  employees  under  age  45  to  have  become  con- 
stant, then  the  payments  will  continue  to  increase  as  a percentage  of  the  payroll 
until  all  present  employees  age  45  and  over  have  died.  This  would  mean  that  the 
payments  under  this  condition  would  increase  for  as  long  as  40  or  50  years. 

In  Great  Britain  where  industrial  companies  have  been  longer  established  and 
where  the  number  of  employees  has  been  more  nearly  constant,  pension  payments 
have  run  as  high  as  10  per  cent  of  the  payroll.  This  has  never  been  approached 
by  any  industrial  concern  in  this  country,  due  partly  to  the  fact  that  industrial 
pension  plans  have  not  been  established  long  enough  and  partly  to  the  fact  that 
the  number  of  employees  has  been  increasing.  However,  such  condition  has  only 
been  postponed. 

If  an  employer  thought  that  in  establishing  a pension  plan  the  cost  would  be 
10  per  cent  of  his  payroll  is  it  likely  that  he  would  establish  it?  If  he  is  not 
willing!  to  face  the  possibility  of  paying  out  10  per  cent  of  his  payroll  in  pensions, 
is  it  proper  for  him  to  compel  the  future  management  of  his  company  to  face 
that  problem?  Possibly  the  ultimate  ccvst  may  be  only  seven  and  one-half  per 
cent  of  the  pajToll  if  the  conditions  vary  sufficiently,  but  by  the  same  token, 
they  may  exceed  10  per  cent.  Such  a condition  can  he  avoided  only  by  abandoning 
the  plan  or  by  facing  the  facts  at  once.® 

How  staggering  pension  costs  may  become  and  the  difficulty  in- 
volved in  appropriating  in  advance  an  adequate  sum  to  meet  all  pen- 
sion needs  is  shown  also  by  another  tvriter  who  declared  that: 

Under  a pension  plan  which  has  recently  been  carefully  calculated  the  yearly 
outlay  at  its  highest  point,  fifty-seven  years  after  its  establishment,  will  be  seventy- 
eight  times  the  outlay  the  first  year  of  its  establishment,  nearly  seventeen  times 
the  outlay  in  its  fifth  year,  and  seven  times  that  of  its  tenth  year.® 

It  is  practically  impossible,  therefore,  for  an  individual  concern  to 
meet  the  needs  of  the  aged  workers  satisfactorily.  Undoubtedly, 
this  explains  why  employers  of  labor  in  the  United  States  chose  the 
lesser  evil  to  themselves,  tliongh  the  greater  to  the  employees  and 
society,  and  generally  follow  a hand-to  montli  pension  policy.  Despit  •: 
the  urgent  and  numerous  appeals  which  have  been  made  in  the  last 
five  years  by  insurance  companies  and  actuaries,  employers  of  labor 
fear  to  undertake  such  expensive  experiments  and  speculate  on  their 
ability  to  pay  the  old  age  pensions  which  they  have  assumed  a 
responsibility  to  meet. 


Summary 

The  above  discussions  indicate  that  the  cost  of  pensions  is  con- 
tinuously on  the  increase  and  none  of  the  American  plans  liave  as 

® James  Craig,  Analysis  of  the  Cost  of  Industrial  Pensions,  Metropolitan  Life  Insurance  Co., 
New  York. 

®Elmer  B.  Tolsted,  Pensions  for  Industrial  Employees,  Cotton,  Nov.  1920. 
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ypt  leached  their  peak.  The  actuarial  method  of  financiug  pensions 
is  the  only  practicable  and  safe  means  of  accumulating  a fund  suffi- 
cient to  provide  the  protection  in  old  age  to  the  employees  who  will 
conn*  t(j  depend  upon  tliese  payments.  This  method,  however,  is 
rarely  followed  in  the  private  industrial  pension  plans  in  the  United 
States.  This  is  in  spite  of  tlie  warnings  of  students  of  the  problem 
and  the  disastrous  fate  of  some  of  the  eai’lier  funds.  The  fatal 
experiences  of  these  unscientific  undertakings  in  public  service  has 
finally  resulted  in  a considerable  degree  of  reorganization  of  these 
systems  on  sound  actuarial  methods.  This  is  not  the  case  in  private 
industry.  Here  there  is  little  progress  being  shown  toward  scientific 
funding;  and,  as  yet,  little  has  been  done  towards  changing  the 
situation.  American  employers  retain  a lingering  distrust  of  insur- 
ance companies  and  are  not  eager  to  turn  over  their  pension  systems 
to  an  outside  agency. 

As  stated  by  the  National  Industrial  Conference  Board  in  its 
report ; 

Most  experts  and  employers  seem  to  agree  that  tlie  value  of  actuarial  advice 
and  assistance  in  the  initiation  of  a pension  plan,  es])ecially  of  the  contracutal 
type  is  very  great.  They  are  by  no  means  agreed,  however,  as  to  the  desirability 
of  turning  oxer  to  an  insurance  company  the  routine  administration  of  the  plan, 
although  a recent  tendency  toward  such  a policy  is  fairly  evident.  The  favorable 
argument  stresses  the  special  facilities  a large  insurance  company  has  for  diversified 
and  seciu'e  investment  of  funds  and  also  for  supervising  the  disbursement  of 
allowan"es  to  pensioners.  The  great  majority  of  industrialists,  on  the  other  hand, 
are  still  disinclined  to  relinquish  direct  control  over  the  investment  and  manage- 
ment of  their  pension  funds.  Viewing  their  pension  plan  as  a means  to  improving 
industrial  relations  in  their  establishments,  these  employers  wish  to  prevent  the 
operation  of  that  plan  from  falling  into  impersonal  routine  and  thereby  losing  the 
human  touch  and  flexibility.  For  similar  reasons  they  wish  to  preserve  something 
of  the  discretionary  character  of  the  plan  itself.  The  intert'ention  of  an  outside 
agency  is,  tlicrefore,  unwelcome,  inasmuch  as  it  makes  for  an  inflexible  and  more 
or  less  automatic  operation  of  the  system.  Even  where  the  contractual  principle 
is  fully  accepted  by  an  employer,  he  not  infrequently  prefers,  if  only  for  reasons 
of  possible  economy,  to  administer  his  pension  plan  independently.’" 

The  prodigious  efforts  of  the  insurance  companies  do  not  indicate 
much  progress  along  these  lines  taking  place  in  the  near  future. 
Obviously  the  obstacles  to  be  overcome  are  great  and  deep-rooted. 
Many  industrial  leaders  are  now  coming  to  the  belief  that  the 
solution  of  the  great  problem  of  old  age  dependency  lies  not  in 
attempts  made  by  individuals,  benevolent  employers,  but  in  a com- 
prehensive stateAvide  or  national  program  as  has  long  been  recognized 
by  every  civilized  country  abroad.  As  expressed  by  the  head  of  a 
large  metal  establishment,  such  a program. 

“to  my  mind,  is  far  better  than  that  of  requiring  individual  action  by  employers 
of  labor,  as  it  would  be  more  comprehensive ; it  would  cover  those  cases  of  aged 


•“Industrial  Pensions  in  the  United  States,  pp.  119-20. 
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employees  working  for  firms  of  very  limited  capital,  as  well  as  individuals  and 
partnerships  not  possessing  sufficient  income  to  properly  and  safely  establish  re- 
serves to  take  care  of  old  employees.” 

In  European  countries  tlie  few  faulty  private  pension  systems  that 
still  exist  are  of  little  social  signilicance  since  there  is  a basic 
national  insurance  or  pension  law  which  provides  the  adequate  pro- 
tection which  only  a state  wide  program  can  afford.  Only  a state 
wide  or  national  pension  or  insurance  system,  many  believe,  can 
overcome  most  of  the  obstacles  and  objections  to  private  industrial 
pension  plans. 
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CHAPTER  V 

EVALUATION  OF  THE  AIMS  AND  ACHIEVEMENTS  OF 

PENSION  PLANS 

Purposes  of  Pension  Plans 

The  various  motives  iiiiderlying  the  establishment  of  private  in- 
dustrial pension  plans  are  complex  and  not  easy  to  elucidate.  Fre- 
quently, the  employer  himself  may  be  unable  to  point  to  any  direct 
advantages  gained  from  the  establishment  of  a pension  system.  The 
immediate  inducements  for  establishing  these  plans  range  from  the 
purely  humanitarian  and  altruistic  purposes  to  ulterior  selfish  aims 
and  direct  benelits  to  the  concern  such  as  the  elimination  of  labor 
troubles.  These  hopes  and  aspirations  may  be  classified  in  the 
following  order  of  their  importance:  (1)  To  increase  the  eflflciency 
of  the  plant;  (2)  to  express  appreciation  for  loyal  services;  (3) 
to  stimulate  loyalty;  (4)  humanitarian  motives  and;  (5)  to  pro- 
mote the  good  will  of  the  public. 

1.  The  desire  to  increase  plant  efficiency  by  providing  a means 
of  eliminating  superannuated  or  incapaciated  employees  whom,  for 
humane  or  other  reasons,  the  company  cannot  afford  to  discharge 
ruthlessly.  It  is  frequently  pointed  out  that  having  no  pension  plan 
does  not  preclude  pension  costs.  The  drag  on  production  resulting 
through  the  retention  of  old  or  incompetent  workers  is  sometimes 
more  expensive  than  the  actual  pensions  saved. ^ A regular  scheme 
of  retirement  benelits  operating  under  definite  rules  affords  a painless 
method  of  discharging  a faithful  employee  who  is  no  longer  efficient. 
Otherwise  this  is  never  a pleasant  task  to  do.  Such  a policy  may 
actually  save  a lot  of  hidden  pension  costs  which  must  inevitably 
be  borne  by  concerns  with  no  formal  retirement  plans. 

Efficiency  would  be  further  stimulated,  it  is  argued,  by  removing 
the  constant  dread  of  a dependent  old  age  from  the  worker’s  naind. 
The  knowledge  that  they  will  be  protected  in  old  age,  it  is  hoped, 
will  free  the  workmen’s  minds  from  worry  and  make  them  more 
efficient  and  profitable  servants. 

2.  The  desire  to  express  appreciation  for  loyal  service  and  to 
reward  eni])loyees  who  have  merited  the  good-will  of  the  company. 

'The  following  quotation  is  of  interest  in  this  connection: 

A number  of  companies  recently  made  an  investigation  to  determine  what  they  had  been  able 
to  save  in  the  way  of  salaries  and  wages,  as  a result  of  placing  employees  on  the  pension  roll. 
They  listed  all  the  employees  who  had  been  pensioned  during  the  last  few  years.  In  one 
column  they  placed  the  annual  wages  or  salaries  received  by  employees  before  being  pen- 
sioned. In  the  next  column  they  placed  the  wage  or  salary  which  was  paid  out  for  the  same 
job  after  these  persons  had  been  retired.  The  comparison  of  these  two  columns  gave  surprising 
results.  In  spite  of  the  fact  that  a large  proportion  of  the  jobs  were  on  a piece-work  basis,  and 
no  difference  was  made  in  the  cost  for  these  jobs,  it  was  found  that  the  reorganization  it  was 
possible  to  bring  about,  resulted  in  a saving  of  wages  and  salaries  great  enough  to  pay  at  least 
one  year’s  pension  to  all  those  retired  during  the  period.  (C.  S.  Ching,  Industry’s  Obligation  to 
Superannuation,  Address  at  the  Eighth  Annual  Industrial  Conference,  August,  1925)- — 91 — . 
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This  is  the  most  commonly  assigned  reason  for  the  establishment 
of  a pension  plan.  It  is  not  to  be  justified  on  reasons  of  sentiment 
alone.  There  are  ample  economic  arguments  justifying  this  award 
inasmuch  as  long  service  workers  save  the  company  much  expense 
connected  with  tlie  hiring,  training,  and  adjustment  of  new  em- 
ployees. Besides  workers  with  a long  service  experience  are  in- 
valuable in  helping  to  build  up  a sound  morale  among  the  employees 
of  the  company.  As  expressed  by  the  president  of  one  concern : 
“Pensions  are  granted  as  a reward  for  loyal  and  faithful  service — no 
man  can  hope  for,  nor  should  expect  one,  except  in  recognition  of 
such  sendee.  The  pension  roll  is  a roll  of  honor.” 

3.  To  stimulate  loyalty  and  devotion  on  the  part  of  the  younger 
employees  by  facilitating  their  promotion  through  retirement  of  older 
workers  and  by  holding  out  a promise  of  a pension  for  old  age,  and 
in  this  manner  to  secure  a stable  and  steady  personel  which  would 
be  encouraged  to  remain  with  the  company,  thereby  reducing  the 
heavy  cost  of  labor  turnover.  When  the  pension  payments  depend 
not  only  on  the  length  and  continuity  of  service  but  also  on  the 
quality  of  service,  the  employer  hopes  to  get  direct  results  in  better 
and  greater  production.  With  the  identification  of  the  interests  of 
employees  with  those  of  the  employer  through  the  pension  grant,  it 
is  also  hoped  that  the  dangers  of  trade-union  activities,  strikes,  etc. 
will  be  greatly  lessened.  The  employees  are  expected  to  reciprocate 
the  interest  of  the  company  in  their  welfare  not  only  by  greater 
continuity  of  employment  and  more  efficient  work,  Init  by  complete 
loyalty  and  “unbroken  records”  of  service.  The  danger  of  losing 
their  pension  rights,  it  is  hoped,  will  deter  many  men  from  joining 
strikes. 

4.  The  benevolent  and  humanitarian  desix’e  to  provide  in  some 
measure  for  the  old  age  of  loyal  and  faithful  employees  which  many 
conscientious  employers,  sensitive  to  public  opinion,  feel  to  be  a 
moral  obligation  upon  them.  Many  industrialists  now  accept  the 
view  that  once  a map  has  spent  his  lifetime  in  the  service  of  a 
particular  industry,  the  industry  cannot  permit  him  to  become 
destitute  in  old  age,  especially  when  his  wages  did  not  permit  him  to 
lay  by  sufficient  funds  to  avoid  dependency.  It  is  pointed  out  that 
frequently  faithful  aged  employees  must  be  helped  out  and  a definite 
system  of  pensions  provides  at  least  for  established  rules  of  pro- 
cedure, facilitating  the  carrying  out  of  these  purposes. 

5.  To  maintain  the  reputation  of  the  concern  in  the  community 
in  which  it  operates.  Many  corporations  have  been  greatly  handi- 
caped  through  adverse  ])ublic  opinion  aroused  by  the  scrapping  of  old 
employees  without  any  means  of  livelihood  after  long  periods  of 
service.  There  are  valuable  advantages  in  being  known  as  a 
“liberal”  company  rather  than  a “hard  boiled  outfit”.  This  is  es- 
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pecially  important  in  plants  operating  in  smaller  communities  and 
concerns  dealing  directly  with  the  public.  A middle  Western  street 
railway  company  puts  it  this  way:  “When  we  are  contracting  with 
a million  passengers  evei’y  day  a satisfied  and  happy  family  of  em- 
ployees is  essential”. 

Pensions  as  Factors  in  Eliminating  Incompetent  Employees 

American  pension  plans  have  now  been  established  long  enough 
to  warrant  an  evaluation  of  their  actual  achievements  from  the 
special  viewpoint  of  employers  of  labor.  Although  the  opinion  of 
empoyers  varies  consideraby  as  to  the  degree  of  success  or  failure 
which  industrial  pension  plans  have  met  Avith,  it  is  recognized  on 
the  Avhole  that  the  earlier  ambitious  hopes  have  not  been  fullilled. 
Only  insofar  as  a pension  fund  provides  an  effective  means  of  replac- 
ing ineliicient  Avorkers  by  younger  and  more  competent  servants  can 
tangible  benefits  be  shoAvn.  That  old,  Avorn-out  Avorkers  are  “drags 
upon  production”  is  self  evident.  Either  because  of  sentimental 
regard  or  moral  repugnance,  industrial  and  business  executives  often 
hesitate  for  years  before  dismissing  a loyal  employee  if  he  has  no 
means  of  support  except  his|  job.  They  Avill  endeavor  as  far  as 
possible  to  continue  the  aged  worker  at  a task  in  Avhich  his  inefficiency 
may  mean  a reduced  output  not  only  for  himself  but  for  all  those 
associated  Avith  him  in  the  operation.  A pension  system,  therefore,- 
makes  it  possible  to  retire  such  Avorkers  Avithout  ethical  compunc- 
tions; it  maintains  the  morale  of  the  younger  employees,  creates 
a spirit  of  good-Avill  and  makes  possible  the  replacement  of  the 
inefficient  Avorkers  by  younger  and  more  capablq  employees. 

The  advantage  of  this  system  is  forcibly  stated  by  the  vice-president 
of  one  concern  as  follows: 

“The  old  fellows  may  be  excellent  men ; but  they  simply  cannot  take  up  new 
methods.  When  we  put  a fresh  system  into  operation  in  a division  of  this  busi- 
ness, at  first  it  doesn’t  work  smoothly.  If  it  takes  too  long  to  get  going,  we  often 
find  that  some  one  man  has  been  in  the  real  center  of  the  delay.  If  he  goes  on  a 
vacation  things  are  apt  to  start  up  with  a jump.  We  like  to  pension  a man  like 
that.  Some  people  prefer  to  give  him  another  type  of  job,  but  we  don’t  find  that 
the  successful  Wiay  to  deal  wuth  the  situation.  An  old  man  in  a new  job  is 
naturally  unhappy,  often  talkative  and  reminiscent.  We  want  him  taken  care  of, 
so  we  pension  him.  Our  pension  system  does  not  cost  money  but  it  is  a good 
investment.’’^ 

This  seems  to  be  the  soundest  reason  for  a pension  system,  and 
under  an  ideal  scheme  may  really  work  out  well.  In  the  published 
statements  of  the  purposes  of  pension  plans,  hoAvever,  this  is  not 
the  most  commonly  acknowledged  aim  of  the  present  pension  systems 
and  as  they  are  constituted  in  America  today  accomplish  this  end  in 
a feAV  cases  only.  The  meagerness  of  the  pension  sum  generally  pro- 
vided and  its  frequent  disregard  of  established  standards  of  living 
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creates  little  desire  for  voluntary  retirement  on  the  part  of  old 
employees.  Especially  when  the  employee  still  has  dependents,  the 
same  hesitations  regarding  retirement  holds  true  under  the  present 
pension  systems  as  there  would  be  if  there  had  been  no  plan  at  all. 
Many  employers  of  labor  report  that  “it  is  generally  the  case  that 
employees  do  not  like  to  give  up  jobs  and  retire  on  a pension.” 

It  was  argued  in  the  case  of  the  Federal  Retirement  Law,  Avhere 
maximum  retirement  annuities  Avere,  until  recently,  limited  to  $720  a 
year,  that  this  limit  has  practically  nullified  the  aims  of  the  entire 
retirement  system.  A great  many  elderly  and  outAvorn  employees 
were  retained  in  the  services  because  higher  executives  did  not  have 
the  heart  to  dismiss  them  Avith  pension  alloAAmnces  at  such  a low  rate. 
While  this  may  not  hold  true  to  the  same  extent  in  private  industry, 
it  is,  nevertheless,  a factor  Avhich  must  be  taken  into  consideration. 
This  difficulty  is  not  overcome  to  any  considerable  extent  by  the  pro- 
visions of  present  pension  plans.  The  high  age  generally  set  for  com- 
pulsory retirement  as  Avell  as  the  length  of  service  required,  may  often 
also  prevent  the  retirement  of  those  employees  Avho  are  no  longer 
efficient  but  whom  humane  executives  hesitate  to  dismiss  if  they  have 
only  a feAv  more  years  to  go  in  order  to  qualify  for  a pension. 

Pensions  As  Rewards  For  Long  Service 

That  the  present  pension  plans  are  inadequate  as  “rewards  for  long 
service”  has  been  thoroughly  demonstrated  in  actual  practice.  The 
strictness  of  existing  regulations  rob  the  system  of  any  chance  of 
being  widely  accepted  as  a “true  reAvard”.  The  man  Avho  has  worked 
for  twenty-five  years  from,  say,  age  25  to  50,  Avith  one  concern  and 
then  leaA^es  it  for  another  gets  no  consideration  whatsoeA^er  inasmuch 
as  he  can  be  rewarded  only  if  he  stays  AAuth  the  company  up  to  his 
retirement  age  of  65  or  70.  Secondly,  as  aa^c  haA^e  already  seen,  the 
percentage  of  workers  who  are  retired  on  pensions  are  merely  more 
than  a small  fraction  of  the  total  on  a given  force,  or  even  of  those 
who  have  been  with  the  company  for  many  years.  The  present  plans, 
indeed,  are  encumbered  Avith  too  many  qualifications  Avhich,  though 
necessarv  for  the  protection  of  the  indiAudual  concern,  in  effect  pie- 
vent  many  employees  from  the  receipt  of  such  benefits.  “Mainly,” 
says  the  Old  Age  Pension  Commission  of  the  National  Civic  Federa- 
tion, “they  have  the  effect  of  rcAvarding  long  and  continuous  service 
without  providing  for  the  great  body  of  AA’orthy  employees,  Avdio,  from 
time  to  time,  change  or  lose  employment.”®  Employees  realize  that 
the  achievement  of  a pension  is  always  remote,  and,  justly  or  not, 
many  of  them  feel  that  their  Avages  are  somewhat  lower  because  of 
the  existence  of  a pension  system.  Thirdly,  any  set  limit  of  service 
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required  inherently  involves  gross  inequalities  between  individual 
workers.  Luther  Conant  explains  this  point  as  follows: 

“An  employee  who  happens  to  have  completed,  say,  tw'enty  or  twenty-five  years 
of  service  may  get  a pension,  the  present  value  of  which  may  be  thousands  of 
dollars,  wdiile  another  worker,  perhaps  more  efficient  and  more  faithful,  but  who 
has  just  failed  of  completing  the  required  period  of  sendee,  may  get  absolutely 
nedhing.  If  long  service  is  entitled  to  a reward,  then  it  would  seem  that  a 
system  wdiich  pays  a large  benefit  for,  say,  twenty  years’  service,  but  pays  nothing 
for  nineteen  years'  service,  is  inherently  defective.”'' 

Even  if  it  were  admitted  that  many  concerns  would  make  an  ex- 
ception to  these  rules  in  certain  meritorious  cases,  that  would  not 
make  it  a ])ensioit  but  a charitable  donation  of  the  same  sort  as  those 
granted  under  informal  plans. 

Fourthly,  from  the  point  of  view  of  the  individual  concern  there  is 
the  further  objection  to  these  provisions,: — though  hardly  avoidable 
under  formal  pension  plans, — that  any  set  minimum  of  long  service 
may  cause  a humane  executive  to  retain  for  some  time  an  almost  use- 
less, worker  in  case  such  additional  service  would  make  it  possible  for 
this  employee  to  retire  on  a pension.  On  the  other  hand  a more  un- 
scrupulous executive  may  dismiss  an  efficient  worker  approaching  the 
retirement  age  in  order  to  save  the  company  from  future  pension  pay- 
ments. When  retirement  is  permitted  after  a long  term  of  service 
irrespective  of  age,  there  is  further  likelihood  of  the  payment  of  pen- 
sions to  men  who  are  still  in  the  prime  of  life. 


Pensions  as  Factors  in  Reducing  Labor  Turnover 

Do  pensions  actually  stimulate  loyalty  of  service  and  reduce  labor- 
turnover?  In  the  earlier  days  the  hoi>e  that  the  establishment  of  a 
pension  system  would  foster  cooperation  between  the  employer  and 
the  employee  and  have  a favorable  effect  upon  the  labor-turnover  of 
the  particular  industry  was  entertained  by  practically  all  those  who 
established  industrial  pension  systems.  It  is  not  always  easy  for  em- 
ployers of  labor  to  measure  these  results  accurately,  and  many  em- 
ployers feel  that  it  is  actually  working  in  that  direction.  Neverthe- 
less, Luther  Conant  asserts: 

On  this  point  it  is  possible  to  say  witli  assurance  that  such  systems  are  dis- 
appointing. The  testimony  of  nearly  all  employers  who  have  introduced  pension 
systems  is  that  the  effect  upon  lahor-turnover  in  the  case  of  workers  under  middle 
age  is  small,  and  often  negligible.  For  woi-kers  nearing  the  retirement  age  the 
prospect  of  a pension  apparently  is  a decided  incentive  to  continuance  in  the 
service.  But  the  very  fact  that  workers  have  remained  in  a given  establishment 
until  such  age  is  of  itself  evidence  that  they  would  be  likely  to  continue  if  there 
were  no  pension  system.  There  is  the  further  practical  consideration  that  the 


■•Conant,  p.  25. 


107 


worker  past  middle  age  has  sufficient  inducement  to  continue  merely . because  of 
the  difficulty  involved  in  finding  a new  position.  The  reluctance  of  Industry  to 
employ  men  over  50  years  of  age,  or  even  somewhat  under  the  age,  is  proverbial.' 

The  report  of  the  Industrial  Bureau  of  the  Merchant’s  Association 
of  New  York,  as  the  result  of  an  inquiry  of  this  point  addressed  to 
industries  having  pension  systems  also  concludes  that; 

As  might  be  expected  from  the  fact  that  pension  systems  do  not  in  general 
create  appreciation,  loyalt5',  and  efficiency,  neither  do  they  develop  materially  per- 
manence of  employment  except  with  the  older  employee.  In  this  connection  it 
occurs  to 'one  that  labor  turnover  is  ordinarily  very  small  among  middle-aged  em- 
ployees who  have  worked  for  a number  of  years  for  their  present  employer.' 

A recent  bulletin  of  the  National  Association  of  Manufacturers  also 
States : 

As  to  the  results  hoped  for  by  employers  installing  pension  systems,  the  general 
impression  of  employers  appears  to  be  that  appreciation  of  retirement  benefits 
is  not  considerable,  except  among  the  older  employees  ; that  furthermore  they  can- 
not be  said  to  foster  greater  loyalty,  efficiency,  continuance  of  employment  or 
industrial  peace.  The  young  employee  looks  at  it  as  a part  of  the  plant’s  welfare 
“work,  which  does  not  appeal  to  him  as  an  incentive  to  loyalty,  efficiency,  or 
steadiness. 

The  American  Management  Association  in  Survey  Eeport  No.  21 
also  finds: 

In  general,  one  may  remark  that  the  floating  laborer  is  usually  the  young  un- 
married man,  or  the  middle-aged  mediocrity,  neither  of  whom  has  the  prudent 
element  in  his  make-up  to  respond  to  the  appeal  of  a pension  if  an  unpensioned  job 
at  a higher  immediate  return  be  available.  When  a workman  has  sobered  down 
to  such  an  extent  that  he  thinks  about  his  old  age,  he  is  no  longer  a factor  in 
labor  turnover.  Hence  it  may  be  safely  stated  that  a company  can  expect  that 
a pension  plan  can  have  little  or  no  influence  on  labor  turnover. 

The  National  Industrial  Conference  Board  in  its  recent  study  of 
industrial  pensions  in  the  United  States  also  testifies  to  the  same 
effect : 

“The  advantages  derived  by  the  business  enterprise  from  the  operation  of  a pen- 
sion plan  ar^  not  easy  to  measure,  and  the  divergent  estimates  are  at  least  partly 
subjective.  On  one  side  are  the  claims  of  those  employers  who  attribute  to  their 
schemes  the  realization  of  aU  their  expectations.  They  report  a decided  improve- 
ment in  loyalty  of  the  force,  a lowering  of  the  turnover  rate,  a raising  of  the 
quality  of  the  labor  force,  a greater  facility  in  retiring  incapacitated  employees, 
enchanced  efficiency  within  the  plant  and  good  will  in  the  community  at  large. 
Over  against  these  expressions  of  endorsement  must  bei  set  the  adverse  judgment  of 
other  employers,  who  have  been  less  fortunate  in  their  experience  with  pension 
plans.  Their  complaint  frequently  centers  in  the  fact  that  the  younger  men  fail 
to  show  due  appreciation  of  the  beneficent  provision  made  for  them,  while  the  older 
ones  are  not  in  need!  ofl  such  inducement  to  long  service.  Besides,  the  existance  of 
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the  plan  has  not  been  found  by  these  employers  visibly  to  strengthen  the  loyalty 
of  employees  during  industrial  disputes.’” 

That  even  the  older  employees  do  not  look  at  a pension  as  merely 
a gratuitous  reward  for  long  service  is  pointed  out  by  one  concern 
which  declares  that : 

We  do  not  want  any  service  appreciation  genuine  or  otherwise  nor  do  we  want 
our  people  to  feel  that  we  are  seeking  to  patronize  them  or  extend  any  paternalism 
in  their  direction.  In  some  cases,  however,  the  pensioner  has  seemed  to  feel  that 
the  amount  granted  was  no  more  than  his  due,  in  fact  not  nearly  as  much  as  his 
due.  In  short,  he  has  looked  upon  the  pension  as  something  society  owed  him 
rather  than  as  something  tendered  to  him  as  an  expression  of  appreciation  of 
loyalty  and  service. 

But  assuming,  that  an  appreciable  reduction  of  labor-turnover 
would  result  from  the  establishment  of  a pension  plan,  the  desirability 
of  this  result  would  still  be  questionable  both  from  the  point  of  view 
of  the  individual  employee  and  society  as  a whole.  IS'ot  merely  has 
such  interference  with  the  mobility  of  labor  been  indicted  as  an 
attempt  to  “chain  the  worker  to  his  job”,  but  it  may  frequently  be  to 
the  advantage  of  both  the  employe  and  industry  to  have  him  change 
his  job  in  order  that  he  may  find  the  niche  in  industry  most  suitable 
to  his  vocational  capacities  and  desires.  A certain  amount  of  labor 
turnover  is  beneficial  even  to  the  employer.  To  establish  any  system 
which  interferes  with  the  easy  movement  of  labor  may  often  prevent 
an  employee  from  securing  a job  where  the  wages  and  working  condi- 
tions may  be  better. 


Pensions  as  Disciplinary  Measures 

That  many  concerns  had  hoi>ed  to  lessen  the  attractiveness  of  labor 
unions  through  the  establishment  of  a pension  system  is  clearly  evi- 
dent from  the  provisions  formulated  in  many  of  the  formal  plans. 
As  already  pointed  out,  a number  of  plans  stipulate  that  “A  pension 
may  be  withheld  or  terminated  in  case  of  misconduct  on  the  part  of 
the  beneficiary  or  for  other  cause  sufficient  in  the  judgment  of  the 
board  to  warrant  siuich  action.”  Others  state  that  “discontinuance  of 
regular  work  without  permission  for  any  other  reason  than  sickness 
or  accident  may  at  the  discretion  of  the  Committee  be  deemed  suffi- 
cient cause  for  the  forfeiture  of  all  benefits  accruing  under  this  plan.” 
There  is  plenty  of  evidence  that  these  clauses  have  been  effectively 
enforced  in  times  of  labor  trouble  not  only  against  future  pen.sioners, 
but  even  pensioned  employees  have  been  ordered  to  return  to  work 
on  penalty  of  losing  their  pension  grants. 

Whenever  such  pension  systems  have  been  coupled  with  a variety 
of  other  welfare  activities,  trade-unions  have,  admittedly,  less  easy 
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approach  to  the  workers,  and  employees  are  not  so  likely  to  be  won 
away  from  their  employers.  Practical  experience,  however,  has  shown 
that  pensions  alone  have  not  accomplished  such  results.  Many  strikes 
have  occurred  in  concerns  where  pension  systems  have  been  in  opera- 
tion. Although  railroad  companies  were  among  the  lirst  to  create 
such  funds,  railroad  managements  have  not  altogether  been  spared 
from  labor  troubles.  The  wisdom  of  using  a pension  plan  for  such 
purposes  is  questioned  by  all  progressive  industrial  managers.  This 
practice,  it  is  contended,  nullifies  any  real  effectiveness  the  plan  may 
possess.  It  is  obvious  also  that  when  the  industrial  relations  of  a con- 
cern reach  a point  where  the  pension  plan  is  the  only  means  of  pre- 
venting labor  troubles,  it  cau  hardly  be  expected  to  achieve  the  desired 
results.  Furthermore: 

“Even  if  a pension  system  succeeds  in  preventing  men  from  going  on  strike,’’  says 
Luther  Conant,  “the  fact  that  they  have  been  deterred  from  doing  so  under  virtual 
compulsion  may  engender  an  amount  of  ill  feeling  which  will  more  than  nullify 
any  beneficial  effects  of  the  system.  Tlio  use  of  a pension  system  for  disciplinary 
purposes  is,  indeed,  essentially  its  use  as  a club.  Tlie  pension  promise  is  in  effect 
distorted  into  a threat.  If  one  purpose  of  a pension  system  is  to  increase  good 
will — and  it  is  difficult  to  see  how  this  purpose  can  be  absent — certainly  this 
result  cannot  be  hoped  for  where  the  system  is  perverted  into  an  engine  of  repression, 
oppression,  or  discipline.® 

From  a social  poiut  of  view  the  dangers  of  practices  of  this  sort 
are  obvious. 

“Under  such  a system’’,  says  L.  W.  Squire,  “the  employee  becomes  a sort  of 
chattel  property  of  the  employer.  The  latter  is  free  to  discharge  him,  cut  down 
his  wages,  or  to  shift  him  from  an  agreeable  to  an  undesirable  line  of  work.  He 
must  submit  without  resistance.’’® 

Justice  Brandeis  characterized  such  plans  as  “the  new  peonage”. 
He  declared: 

A pension  system  with  such  features  must  either  prove  a delusive  protection  or 
operate  as  a bribe  to  induce  the  wage  earner  to  submit  to  a new  form  of  subjection 
to  the  corporation  ....  Employers  seek  to  justify  provisions  in  the  pension  systems 
like  those  quoted  above  by  the  fact  that  the  pensions  fund  is  contributed  wholly  by 
the  employer.  But  this  fact  furnishes  no  justification.  The  employer  should  not 
bo  permitted  even  at  his  own  expense,  to  establish  a pension  system  whicli  tends 
to  rob  the  working  man  of  his  little  remaining  industrial  liberty.^" 

Do  Industrial  Pensions  Remove  the  Terror  of 
Old  Age  Dependency  ? 

One  of  the  outstanding  advantages  of  a pension  plan  is  the  sense  of 
security  it  provides  against  the  spectre  of  poverty  in  old  age.  Even 
the  most  thrifty  wage  earners  can  never  be  assured  of  independence 
in  their  old  age  through  their  own  individual  efforts.  Once  the  prime 

"Conant,  p.  43. 

“Old  Age  Dependency  in  the  U.  S.  pp.  278-280. 

‘“Louis  D.  Brandeis,  Business  a Profession,  pp.  81-82. 
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of  life  has  been  passed,  the  fear  of  becoming  a pauper  continually 
ennervates  the  most  stout  hearted  worker  which  in  turn  depreciates 
his  normal  efficiency.  Pension  plans  wliich  are  absolutely  guaranteed 
and  sound  unquestionably  ease  the  mind  of  the  employee  from  this 
terror  and  accelerate  his  capacity  for  rendering  better  service.  To  in- 
culcate such  a state  of  mind,  however,  something  more  definite  and 
binding  is  necessary  than  the  present  pension  promises  that  “if  every 
thing  goes  right  and  you  do  nothing  wrong  all  your  life  and  stay  with 
us  till  you  get  old,  and  if  when  the  time  comes  we  can  afford  to  do  it 
and  still  think  you  are  deserving,  we  may  grant  you  a pension  such 
as  we  shall  tlien  consider  proper.”  Obviously,  the  terror  of  old  age 
deiiendency  has  not  been  generally  removed  by  such  measures  as  have 
been  undertaken  to  this  end  by  private  industry. 


Pensions  as  Humanitarian  Measures 

Many  employers  of  labor  have  adopted  pension  programs  because 
of  a sincere  desire  to  provide  for  the  old  age  of  those  of  their  workers 
who  have  given  faithful  and  loyal  service.  The  scrupulous  employer’s 
conscience  is  relieved  when  opportunity  is  provided  to  discard  such 
a faithful  servant  without  hardsliip.  The  taint  of  charity  in  such 
awards,  however,  is  generally  repugnant  to  self  respecting  wage- 
earners.  The  good  done  to  the  old  workers  by  these  charitable  grants 
is  negatived  by  the  reaction  of  the  younger  workers  who,  whether 
justly  or  not,  feel  that  they  have  partly  paid  and  earned  the  right 
to  such  awards.  From  the  point  of  view  of  the  management  also  when 
such  charitable  awards  involve  substantial  expenditures  they  cannot 
be  indulged  in  for  vei-y  long.  As  a business  necessity  the  investment 
must  yield  something  more  tangible  than  a sense  of  gratitude  in  a 
few  old  men  or  women.  Furthermore,  philanthropic  efforts  are  abso- 
lutely out  of  ])lace  in  a pension  system,  which  should  definitely  be 
understood  as  an  earned  payment  for  long  and  continued  service. 

Pensions  as  Advancing  the  Reputation  of  the  Concern 

Do  pension  systems  advance  the  reputation  of  .the  company  in  the 
community?  It  is  evident  that  whenever  an  aged  employee  is  retired 
upon  an  adecpiate  pension,  the  good  opinion  of  the  corporation  in  the 
community  and  among  the  public  at  large  is  enchanced  greatly.  To 
concerns  selling  directly  to  the  public,  the  good  feeling  of  the  com- 
munity towards  the  corporation  is  not  only  an  asset,  but  has  become 
practically  indispensable.  The  case  of  the  Mitten  Management  plans 
in  Philadelphia  and  Buffalo  are  excellent  examples  of  how  profitable 
to  a public  service  corporation  welfare  work  for  employees  may  be- 
come. The  present  pension  plans,  however,  because  of  their  inequality 
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and  inadequacy,  cannot  succeed  in  deve^ulang  an  attitude  of  regard 
and  approval  in  the  community  towards  the  corporation.  As  pension 
plans  are  constructed  today  it  is  possible  to  retire  an  employee  who 
has  given,  say,  25  years  of  service,  while  another  Avith  only  21  years 
of  service  may  be  dismissed  without  any  regard.  Under  present 
regulations  it  is  also  possible  to  retire  one  em})loyee  who 
has  complied  with  all  the  regulations,  while  another  with  the  same 
years  of  service,  but  who  joined  his  fellow  workers  in  some  strike, 
many  years  before,  may  be  discriminated  against.  Such  practices 
would  obviously  nullify  Avhatever  good-will  the  company  might  seek 
to  create  by  its  establishment  of  a pension  plan. 

These  faults  are  inherent  in  the  present  plans.  When  the  dis- 
cretionary powers  are  used  for  the  purpose  of  drastically  modifying 
or  abandoning  the  plan  there  is  created  such  a mass  of  unpleasant 
notoriety  and  litigation  as  to  prove  exceedingly  harmful  to  the  par- 
ticular corporation.  The  recent  failure  of  the  pension  plan  of  iMorris 
& Company  with  all  its  attendant  publicity  caused  an  ineradicable 
suspicion  among  millions  of  workers  avIio  had  previously  entertained 
entire  faith  in  their  companies’  plans. 

Pensions  as  Effective  Provisions  for  Old  Age 

To  what  extent  can  the  present  industrial  pension  plans  be  con- 
sidered effective  means  of  providing  subsistence  in  old  age  for  worn- 
out  and  dependent  employees?  The  answer  seems  clear.  Private 
industrial  pension  systems  as  they  exist  today  constitute  an  insignifi- 
cant means  of  support  for  the  dependent  old  workers  in  industrjL 
That  as  a vital  social  measure  private  pension  plans  are  but  a negli- 
gible factor  of  relief  is  the  conclusion  reached  by  every  student  of  tlie 
problem.  At  best  they  can  benefit  only  an  insignificant  proportion  of 
the  aged  persons  employed  in  industry.  It  has  been  pointed  out  that 
there  are  probably  altogether  less  than  90,000  men  and  women  now 
in'the  receipt  of  industrial  pensions  throughout  the  country.  On  the 
other  hand,  it  is  estimated  that  about  1,800,000  of  the  aged  men  and 
women  of  the  United  States  are  in  need  of  some  support.  This  funda- 
mental fact  should  be  sufficient  to  indicate  hoAv  little  these  pension 
systems  are  capable  of  meeting 'the  needs  of  this  body  of  indigent 
aged. 

Furthermore,  the  element  of  assurance  that  the  individual  will  be 
protected  in  his  or  her  old  age  from  want  is  almost  entirely  lacking 
in  the  American  systems.  Most  plans  specifically  refuse  to  recognize 
any  legal  obligation  and  provide  for  the  amendment  and  nullification 
of  the  plans  whenever  this  should  become  necessary.  Thus,  the  very 
requirements  considered  most  essential  in  pension  plans — the  con- 
fidence and  assurance  of  protection  in  old  age — is  totally  absent  from 
the  existing  systems. 
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In  the  final  analysis,  the  material  here  adduced  may  be  summed  up 
as  follows: 

1.  The  economic  difficulties  now  encountered  by  the  majority  of 
wage-earners  when  they  become  old  are  generally  recognized  to  be  a 
condition  arising  out  of  our  industrial  development  and  cannot  be 
ascribed  to  the  fjersonal  deficiencies  of  the  individual.  It  is  also 
generally  admitted  that  tliis  problem  demands  immediate  solution. 
Industrial  managements  are  increasingly  coming  to  accept  certain 
“moral”  obligations  to  those  wage-earners  who  have  spent  most  of 
their  lives  in  their  employ  as  practical  business  necessities.  These 
leaders,  as  stated  by  a vice-president  of  one  of  the  largest  railroad 
concerns  in  the  country,  are  also  agreed  that  “our  present  state 
system  of  providing  relief  for  indigent  aged  and  infirm  is  far  from 
being  satisfactory.”  For  that  reason  many  employers  of  labor  feel 
that  in  the  absence  of  a more  adequate  state  program,  the  only  thing 
for  them  to  do  under  tlie  circumstances  is  to  devise  pension  plans 
of  their  own. 

2.  The  large  majority  of  the  pension  systems  now  in  operation  are 
so  constructed  as  to  preclude  any  hope  of  their  ever  becoming  effective 
instruments  in  solving  tlie  growing  problem  of  old  age  dependency 
to  any  considerable  degree.  The  majority  of  pension  plans  are  being 
operated  without  any  regard  to  insurance  or  acluarial  principles.  No 
adequate  reserve  funds  are  being  set  aside  with  which  to  meet  the 
rapidly  accumulating  liabilities  assumed  when  a plan  of  this  sort  is 
undertaken.  These  .systems  are  amply  protected  against  legal  claims. 
No  share  in  their  management  is  offered  to  the  employees  affected. 
Investigations  demonstrate  that  employees  are  not  warranted  in  plac- 
ing reliance  that  the  promises  of  supjjort  in  their  old  age  which  these 
plans  have  promulgated  can  actually  be  fulfilled.  Sooner  or  later 
these  systems,  unless  our  present  prosperity  continues  unabated,  are 
doomed  to  failure.  Those  who  rely  u]>on  such  means  for  their  sup- 
port when  no  longer  able  to  work  will  be  sadly  disappointed,  even  as 
has  already  been  the  ca.se  with  thousands  of  employees. 

3.  Of  the  newer  pension  plans  now  urgently  advocated  by  several 
insurance  comj)anies,  only  the  proprietory  “single  premium  deferred 
annuity”  plan, — i.  e.  the  service  annuity  granted  from  year  to  year 
without  regard  to  long  service  requirements  which  becomes  the  prop- 
erty of  the  employee  regardless  of  whether  he  stays  with  or  leaves 
the  concern — if  adopted  generally  by  industrial  e.stablishments,  marks 
a real  advance  towards  a method  for  the  ultimate  solution  of  indus- 
trial old  age  dependency.  This  annuity  plan,  however,  as  we  have 
seen,  is  not  voluntarily  being  accepted  by  industry.  Employers  of 
labor  simply  cannot  see  the  direct  advantages  accruing  to  them  in- 
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dividually  under  such  a plan.  Among  the  plans  established  on  actu 
arial  principles  which  show  signs  of  growth  practically  all  of  these 
mature  only  after  a long  term  of  service,  generally  from  20  to  30  years 
with  the  same  concern.  These  can  affect  only  the  less  than  five  per 
cent  of  w'age-earners  who  remain  with  any  one  company  for  that 
length  of  time.  Even  if  these  annuities  were  adojAed  by  all  industries 
they  would  still  leave  95  per  cent  of  the  wage-earners  unprotected  and 
unprovided  for.  The  wusdom  of  stimulating  such  long  service  witli 
one  company  is  seriously  questioned  from  the  point  of  view  of  the 
individual  worker  as  well  as  society  as  a whole. 

4.  By  no  stretch  of  the  imagination  can  the  present  corporation 
pension  facilities — including  the  newer  financially  souud  plans — be 
made  to  solve  the  problem  of  industrial  old  age  dependency.  The 
great  masses  of  workers  are  necessarily  left  unprotected  by  the  pro- 
visions of  these  plans.  And  those  left  out  are  not  always  the  “flotsam 
aud  jotsam”  of  society  for  whom  nothing  more  constructive  need  be 
provided. 

To  argue  that  privately  operated  pensions  are  demonstrating  a 
’ means  of  solving  the  entire  problem  of  modexm  old  age  dependency, 
and  that  contrary  to  the  experiences  of  other  countries,  we  shall  need 
no  legislation  for  this  purpse,  is  fundamentally  wrong.  Experience 
has  shown  that  such  voluntarily  initiated  remedial  plans  have  never 
yet  satisfactorily  overcome  the  great  economic  and  social  maladjust- 
ments resulting  from  the  development  of  our  mechanical  civilization. 
Despite  voluntary  efforts  towards  the  installation  of  safety  measures 
and  the  prevention  of  industrial  hazards,  workmen’s  compensation 
laws  were  found  to  be  indispensible  and  now  few’  employers  w'ould 
want  to  go  back  to  the  earlier  days.  State  action  became  unavoidable 
in  the  case  of  mothers’  pensions,  although  the  most  laudable  private 
efforts  w^ere  made  to  alleviate  this  disastrous  condition.  Practically 
every  civilized  country  on  earth  has  already  recognized  the  same 
necessity  in  the  case  of  old  age  dependency.  Is  it  to‘  be  expected, 
therefore,  that  the  United  States  alone  wflll  succeed  iu  escaping  such 
state- wide  action  when  almost  ninety-flve  per  cent  of  the  people  need- 
ing this  relief  are  left  totally  uncared  for  ? 

Perhaps  the  failure  of  a few’  more  pension  plans  is  necessary  to 
aw’aken  public  opinion  to  the  dangers  inherent  in  the  present  condi- 
tion. But  it  would  seem  inescapable  that  some  provision  for  the  great 
mass  of  workers  who  are  unable  to  qualify  under  the  strict  require- 
ments of  the  private  pension  plans,  cannot  for  long  be  delayed. 
Modern  old  age  dependency  is  a direct  hazard  of  industry.  The 
principles  underlying  workmen’s  compensation  law's  must  also  apply 
in  the  case  of  old  age  pensions. 

Fortunately,  many  employers  of  labor  with  pension  plans  of  their 
own,  are  eoming  to  recognize,  as  expressed  by  the  president  of  one 
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large  concern,  that  “sooner  or  later  Ave  must  face  the  necessity  of 
adopting  a scientific  system  under  state  control.”  Whether  this 
should  take  the  form  of  a contributory  or  a non-contributory  pension 
plan  need  not  be  discussed  at  this  juncture.  What  does  seem  obvious 
and  inevitable  from  tliis  investigation  is  the  immediate  necessity  of 
some  program  of  state  action. 


PRINCIPAL  FEATURES  OF  PENSION  PLANS 
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